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WHY BUY A SINGLE STOCK 
WHEN YOU CAN INVEST IN 
THE ENTIRE SECTOR? 



Potential benefits of adding Sector SPDR ETFs to your portfolio include: 

• Undiluted exposure to a specific sector of the S&P 500 

• The all-day tradability of stocks 

• The diversification of mutual 

• Total transparency 

• Liquidity 


Time For A 
Stock Alternative 


Exchange Traded Funds (ETFs) 

Visit www.sectorspdrs.com 
or call 1-866-SECTOR-ETF 


An investor should consider investment objectives, risks, charges and expenses carefully before investing. To obtain a prospectus, which contains this and 
other information, call 1-866-SECTOR-ETF or visit www.sectorspdrs.com. Read the prospectus carefully before investing. 

The S&P 500, SPDRs®, and Select Sector SPDRs® are registered trademarks of Standard & Poor’s Financial Services LLC. and have been licensed for use. The stocks 
included in each Select Sector Index were selected by the compilation agent. Their composition and weighting can be expected to differ to that in any similar indexes 
that are published by S&P. The S&P 500 Index is an unmanaged index of 500 common stocks that is generally considered representative of the U.S. stock market. The 
index is heavily weighted toward stocks with large market capitalizations and represents approximately two-thirds of the total market value of all domestic common 
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WFC 
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Citigroup 
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GS 

2.61% 

8 

US Bancorp 
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2.59% 

9 

American Express 

AXP 

2.31% 

10 

Metlife 

MET 

1.93% 


* Components and weightings as of 8/31/15. 

Please see website for daily updates. Holdings subject to change. 



stocks. Investors cannot invest directly in an index. The S&P 500 Index figures do not reflect any fees, expenses or taxes. Ordinary brokerage commissions apply. ETFs 
are considered transparent because their portfolio holdings are disclosed daily. Liquidity is characterized by a high level of trading activity. 

Select Sector SPDRs are subject to risks similar to those of stocks, including those regarding short-selling and margin account maintenance. All ETFs are subject to risk, 
including possible loss of principal. Funds focusing on a single sector generally experience greater volatility. Diversification does not eliminate the risk of experiencing 
investment losses. 

ALPS Portfolio Solutions Distributor, Inc., a registered broker-dealer, is distributor for the Select Sector SPDR Trust, state StreetGlomi. Advisors 
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A REVOLUTIONARY INVESTMENT 
STRATEGY TURNS 10 

One smart beta fund that focuses on fundamentals-not 
market cap-celebrates a decade of success 


Invesco PowerShares is a provider of smart beta ETFs, which 
bridge the gap between passive and active fund management. 
Research Affiliates, founded by Rob Arnott, is a leader in innova- 
tive indexing and asset allocation strategies. When the two 
announced a landmark partnership in the fall of 2005 to launch 
an ETF tracking the FTSE RAFI US 1000 Index, the reception 
from the traditional, capitalization-weighted index community 
was less than warm, to say the least. 

“It was considered heresy in the indexing church, if you will,” 
recalls John Feyerer, Director of Equity ETF Product Strategy 
at Invesco PowerShares, a global ETF leader. “It was met with 
criticism and skepticism. Someone said, ‘You can’t call that an 
index.’ Another claimed, ‘There’s nothing new here; this is just 
value investing.’ Even the founder of one distinguished investment 
management company weighed in with his own observation: ‘This 
is just witchcraft.’” 

Times have changed. Now, as the official 10th anniversary 
of the launch of the PowerShares FTSE RAFI US 1000 Portfolio 
(ticker: PRF) on the New York Stock Exchange approaches, 
PowerShares and Research Affiliates are continuing to grow their 
strong partnership. 

For the as of yet unconverted, PRF is an ETF that tracks an 
index comprised of the largest 1,000 U.S. companies based 
upon measure of fundamental size — not weighted on traditional 


market capitalization, but rather on fundamental measures of 
company size such as dividends, book value, sales and cash 
flow. The index underlying PRF was launched by Research Af- 
filiates on Nov. 28, 2005, partially in response to the abysmal 
performance of the S&P 500 and other benchmark indexes 
between 2001 and 2002 resulting from the burst of the technol- 
ogy bubble that decimated investor portfolios. It was envisioned 
as a way to mitigate the structural drag on performance created 
by market capitalization, which, driven by the fact that these 
indexes weight stocks based upon current share price, will 
overweight stocks that prove to be overvalued and, conversely, 
underweight those that prove to be undervalued. 

The question Research Affiliates asked was a simple one: How 
much sense does it make to allocate more weight to a company just 
because its valuation has expanded and its share price has gone up? 

From the outset, PowerShares’ partnership with Research 
Affiliates was one of matching ideologies. “When Rob Arnott’s 
index methodology was introduced to us, we started a conver- 
sation, and we said, ‘This fits squarely within our foundational 
belief systems about investing,”' Feyerer says. “It established a 
strong partnership early on because we had so many common 
beliefs. We were kindred spirits, if you will.” 

Although the concept didn’t have a name at the time, Feyerer 
and his colleagues at Invesco PowerShares called it “intelligent 
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indexing,” believing that it was built on the idea that an index 
doesn’t have to be limited to a simple, traditionally weighted con- 
struct. The issue they and their partners at Research Affiliates had 
with cap-weighted indexes is that when investors use them as the 
basis for an investment strategy, they will own too much of those 
stocks that ultimately prove to be overvalued, and too little of those 
stocks that prove to be undervalued — a tough lesson learned from 
the technology bubble. 

“What appealed to us about Research Affiliates was that they 
had envisioned this different way of creating an index,” says 
Feyerer, “one that maintained many of the benefits that investors 
look for — low cost, broad representation, significant investment 
capacity, transparency and liquidity — and anchored constituent 
weight on measures of firm size that aren’t linked to share price 
and systematically rebalancing. The simplicity of it was striking.” 

Underlying this new, simple way of looking at indexing was 
deep research — going as far back as 1962. And what Arnott and 
his research team found was that as long as constituent weight 
is severed from price and the portfolio was rebalanced, investors 
could potentially benefit. 

One critical element of smart beta and fundamental indexing 
that often gets overlooked is the importance of systematic, 
disciplined rebalancing. As Feyerer points out, “It is not just about 
anchoring constituent weight on something other than price, but 
also about rebalancing the portfolio. In contrast, there is no inherent 
rebalancing mechanism with market capitalization-weighted.” 

PRF can be especially compelling against a market backdrop in 
which growth has outperformed value, providing a clear proof point 
that the FTSE RAFI Index strategy is not just a value index and can 
benefit investors across market cycles even when value is not in favor. 

What’s more, as of July 1 of this year, 37 percent of the flows 
into ETFs have been into alternatively weighted strategies, bolstering 
Feyerer’s hopes — and those of the whole financial sector. 

“This anniversary probably means as much for the industry as 
it means for us,” he says. “Proof points around smart beta refuted 
what was said about it 10 years ago. This truly is a watershed 
product for the industry and a significant opportunity for investors.” 

— Tom Connor 


About risk 

There are risks involved with investing in ETFs, including possible loss of 
money. Shares are not actively managed and are subject to risks similar to 
those of stocks, including those regarding short selling and margin maintenance 
requirements. Ordinary brokerage commissions apply. The Fund’s return may 
not match the return of the Underlying Index. The fund is subject to certain other 
risks. Please see the current prospectus for more information regarding the risk 
associated with an investment in the fund. 

Investments focused in a particular industry or sector are subject to greater 
risk, and are more greatly impacted by market volatility, than more diversified 
investments. 

PowerShares® is a registered trademark of Invesco PowerShares Capital 
Management LLC, investment adviser. Invesco PowerShares Capital 
Management LLC (Invesco PowerShares) and Invesco Distributors, Inc., ETF 
distributor, are indirect, wholly owned subsidiaries of Invesco Ltd. Invesco 
Distributors, Inc. is not associated with Dorsey, Wright & Associates, LLC. 

Before investing ; investors should carefully read the prospectus/summary 
prospectus and carefully consider the investment objectives , risks , 
charges and expenses. For this and more complete information about 
the Fund call 800 983 0903 or visit invescopowershares.com for the 
prospectus/summary prospectus. 

Note: Not all products available through all firms or in all jurisdictions. 

Not FDIC Insured | May Lose Value | No Bank Guarantee 

Shares are not individually redeemable and owners of the shares may 
acquire those shares from the Fund and tender those shares for redemption 
to the Fund in creation units only, typically consisting of aggregations of 
500,000, 75,000 100,000 or 200,000. 

Since ordinary brokerage commissions apply for each buy and sell transaction, 
frequent trading activity may increase the cost of ETFs. ETFs disclose their full 
portfolios daily. 

An investor should consider the Funds’ investment objectives, risks, 
charges and expenses carefully before investing. For this and more 
complete information about the Funds call 800 983 0903 or visit 
invescopowershares.com for a prospectus. Please read the prospectus 
carefully before investing. 
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PRICE HAS GONE UP? 
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Germany's Energy 
Transition Gathers Pace 

The country’s ambitious timetable for the transition to a post-carbon 
energy age is also generating investment opportunities 



July 25 is a day firmly lodged in the minds 
of renewable energy advocates across 
Germany. On that day, Germany broke its 
own renewable energy supply record, with 
renewable sources meeting 78 percent of the 
day’s energy demand (up from the previous 
May 2014 record of 74 percent). According 
to data provided by the Fraunhofer Institute 
for Solar Energy Systems ISE, strong winds 
brought a dramatic increase in wind power 
generated, allowing conventional coal 
and gas-fired power plant delivery to be 
significantly reduced. 

August saw another important energy 
milestone achieved, with the installation 
of the world’s most powerful offshore wind 
converter station, the 916 MW DolWin 
beta, off the island of Norderney in the 
North Sea. Housed on a massive offshore 
platform, the 320 kilovolt converter station 
is capable of powering more than a million 
households with clean energy. Weighing 
in at around 23,000 tons, the soccer 
pitch-sized converter station is part of 
the DolWin 2 project to connect offshore 
wind farms in the DolWin cluster with the 
domestic power grid. 

The DolWin 2 project is an integral part 
of Germany’s ambitious Energiewende 
(energy transition) agenda to establish the 
country as one of the most energy-efficient 


and environmentally compatible economies 
in the world. Like some other German 
words that have entered the global lingua 
franca — Mittelstand and INDUSTRIE 4.0 
spring to mind — Energiewende is a term 
that has come to define a very specific 
approach to the matter at hand. 

An energy revolution in everything 
but name, the goals of the Energiewende 
are nothing if not ambitious. Greenhouse 
gas emission levels are to be cut by 40 
percent of 1990 levels by 2020, with the 
renewable-energy share of power genera- 
tion increased to 40 to 45 percent and 55 
to 60 percent by 2020 and 2035, respec- 
tively. Nuclear power is to be completely 
phased out by 2022. 

Although the July record represents just 
one day of renewable energy delivery, it 
nevertheless provides an important marker 
of the energy shape of things to come and 
of the progress made to date. A similar 
energy statement of intent was recorded 
for the period July 1-Aug. 5, when solar 
and wind energy each outstripped nuclear 
power generation: This represents a first 
for solar power, with wind having already 
trumped nuclear energy share on a number 
of occasions. 

The interim Energiewende report card 
makes for impressive reading. In 2014, 
renewable energy met almost 28 percent of 
gross electricity demand. Greenhouse gas 
emission levels were reduced by almost 25 
percent for the period 1990 to 2012 — more 
than in any other EU member state. 

Greenhouse gas emission 
levels were reduced by almost 
25 percent for the period 
1 990 to 201 2— more than in 
any other EU member state. 


The country is fully on track to meet 
the schedule of its 10-Point Energy 
Agenda, putting in place a raft of key 
policy measures — including a revised 
Renewable Energy Sources Act that 
provides a solid basis for competition- 
based energy promotion — supporting the 
energy transition. 

Moreover, the energy transition is 
opening up important new global market 
opportunities, as the world seeks to 
address the challenges of future energy 
provision. Replacement and bridging 
energy technologies, like the engines 
being produced for a new gas-fired thermal 
power plant in the city of Kiel, north of 
Hamburg, are indicative of the innovative 
technology twists and turns the energy 
transition is taking. The lighthouse cogen- 
eration project, which makes use of 20 gas 
engines capable of supplying total output 
of 190 MW of electrical energy and 192 
MW of thermal energy, also represents 
a step toward a different kind of energy 
provision market. The marketing of balanc- 
ing energy and power-to-heat integration 
during low electricity price spells ensures 
both energy supply and provider cost-ef- 
fectiveness while effectively offsetting wind 
energy fluctuations. 

According to Germany Trade & Invest’s 
Energy, Environment & Resources Director 
Thomas Grigoleit, the goals set out in the 
Energiewende provide a framework for 
sustained growth. “As a technology test 
bed for renewable energy solutions, Ger- 
many is showing the way forward to new 
and profitable energy delivery models and 
market opportunities. Companies who par- 
ticipate in the country’s energy transition 
can secure an early competitive advantage 
in the coming global energy markets.” 

In its scope, depth and vigor, Germany’s 
model appears to be an energy plan for all 
seasons. — David Gould 
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markets. They are also the motor driving sustainable economic growth 
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Call (202) 629-5710 or visit us at www.gtai.com 
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concept called guanxv, it means 
building relationships — Reid is 

a master at it. Victor Koo, CEOofYouku Tudou,page54 
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OppenheimerFunds 

The Right Way 
to Invest 


INVEST IN A 
BEAUTIFUL 




The world is an amazing place. 
Optimistic. Unstoppable. Even courageous. 
Where big ideas hide in unusual places. 

Cures are found in curious plants. 
And magic is made of diodes and pixels. 

We look beyond the short term 
and see potential in places others overlook. 
Rewards down paths others are afraid to go. 
And opportunity where you least expect it. 
Invest with active managers who have a long-term view, a global perspective 

and the courage to go against the herd mentality. 

That’s the right way to invest 
in this big, bold, beautiful world. 



For 60 years we’ve been passionately serving financial advisors, institutions and investors. 
Contact your financial advisor or learn more at oppenheimerfunds.com/beautiful 
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WHY CONSUMER STAPLES SHOULD 
BE ON YOUR SHOPPING LIST. 


Historically Lower Risk 
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Historically strong performance and lower risk 
aren’t boring. The consumer staples sector 
has delivered relatively low risk and high return, 
plus dividends, through steady demand in up 
and down markets over the past 30 years.* 
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expenses. Contact Fidelity for a prospectus, offering circular or, if available, a summary prospectus containing this information. 
Read it carefully. 

Past performance is no guarantee of future results. 

Because of their narrow focus, sector funds tend to be more volatile than funds that diversify across many sectors and companies. 

*Source: Haver Analytics, Fidelity Investments, as of July 31 , 2015. Past performance is no guarantee of future results. Sectors are defined by the Global Industry 
Classification Standard (GICS) and are based off the top 3,000 U.S. stocks by market capitalization. 
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(10.94%); Technology (10.73%); Utilities (10.49%); Financials (10.41%); Materials (10.04%); Telecom (9.16%). 

Standard Deviation of Annual Total Returns (1985-2015): Technology (25.45%); Materials (20.73%); Consumer Discretionary (19.27%); Financials (19.26%); Energy 
(19.08%); Telecom (18.93%); Industrials (17.72%); Health Care (15.93%); Consumer Staples (14.32%); Utilities (14.02%). 

Fidelity Brokerage Services LLC, Member NYSE, SIPC. © 2015 FMR LLC. All rights reserved. 727880.1 .0 


Bloomberg 

Markets 




It’s All in the 
Preparation 


On Yellen’s 
bookshelf sits a 
framed photo of 
her standing 
next to a poster 
with the slogan 
‘Keep Calm and 
Carry On.’ 



JANET YELLEN IS ready, as she always is. The U.S. Federal Reserve 
chair is famous for the studious way she prepares for everything, 
whether it’s testimony in Congress, an academic lecture, a meeting, 
or an interest rate increase. There’s no single definition of influence, 
but having the power to sway the entire global economy and usher 
in a new era with a single quarter-point decision— it didn’t happen 
in September, but Yellen strongly hinted she expects it to come this 
year— is a good place to start. 

In this issue, our fifth annual list of the world’s 50 Most Influential 
people in finance, you’ll find bankers, CEOs, heads of state, entrepre- 
neurs, money managers, thinkers, and activists. These folks weren’t 
born influential. Through a combination of intelligence, persistence, 
and circumstance, they made themselves that way. In a sense, Yel- 
len, No. 1 on our list, has been prepping her entire life for her time in 
the spotlight. It’s that thoroughness that has enabled her to remain 
serene amid the swirl (page 34). On a bookshelf in Yellen’s office at 
the Fed sits a framed photo of her next to a poster with the famous 
British credo from World War II: “Keep Calm 
and Carry On.” 

The lives of our Most Influential are 
full of formative moments. For Linkedln 
co-founder and venture capitalist Reid 
Hoffman, it was an encounter with a bully 
at a New England prep school (page 54). 
Brazilian billionaire and dealmaker 
Jorge Paulo Lemann honed his steely 
resolve as a professional tennis player 
(page 66). And Wang Qishan, China’s anti- corruption chief, found for- 
titude in a cave— yes, a cave— while exiled during the Cultural Revo- 
lution (page 88). His lairmate all those years ago was Xi Jinping, now 
the country’s president— and Wang’s boss. 


EXECUTIVE EDITOR 


EXECUTIVE EDITOR 

Ronald Henkoff 

MANAGING EDITOR 

Dan Ferrara 

CREATIVE DIRECTOR 

Siung Tjia 

SENIOR EDITORS 

Robert S. Dieterich 
William Hawley 
Stryker McGuire (London) 

Gail Connor Roche 
Joel Weber 

STRATEGIES EDITOR 

Jon Asmundsson 

SENIOR WRITERS 

Stephanie Baker (London) 
Katrina Brooker 
Anthony Effinger (Portland) 
David Evans (Los Angeles) 

Jeremy Kahn (London) 

Yoolim Lee (Singapore) 

John Lippert (Chicago) 

William Mellor (Sydney) 

Edward Robinson (London) 
Michael Smith (Rio de Janeiro) 
DESIGN AND PHOTOGRAPHY 
LOU Vega (Senior Art Director) 

John Genzo (Managing Art Director) 
Lily Chow (Graphics Director) 
Lauren Winfield 
(Deputy Photo Editor, London) 
Manuela Oprea (Photo Editor) 
COPY EDITORS 

Nicole Dekle Collins 
Joyce L. Kehl 


GLOBAL REVENUE OFFICER 

Paul Caine 

GLOBAL MARKETING DIRECTOR 

Zazie Lucke 

PUBLISHER 

Michael Dukmejian 212-617-2653 

ADVERTISING DIRECTOR, AMERICAS 

Chris Kurtz 212-617-3087 
ADVERTISING DIRECTOR, APAC 

Patrick Brownlow 65-6231-3486 

ADVERTISING DIRECTOR, EMEA 

Matt Teeman 44-20-3525-9986 

FINANCIAL DIRECTOR 

John Maresca 

U.S. SALES 

Ted Dolan 212-617-2182 
Adrienne Bills 212-617-6073 

MIDWEST SALES 

Paul Kissane 312-443-5924 

WEST COAST SALES 

Rich Fimbres 323-782-4249 

TEXAS SALES 

Jackie Olson 972-529-6706 

LATIN AMERICA SALES 

Patricia Medici 305-579-4334 

CONSUMER MARKETING DIRECTOR 

Johnna Ayres 212-617-1833 

CONSUMER MARKETING MANAGER 

Daniel Murphy 212-617-7934 

OPERATIONS/PRODUCTION 

Melvin Arriaza 
James Delahanty 
Debra Foley 
Steven J. McCarthy 
Bernie Schraml 


A BPA INTERNATIONAL 
BUSINESS PUBLICATION 

Advertising inquiries: 

212-617-3087 


To write a letter to the editor, e-mail bloombergmag@bloomberg.net or type MAG <Go> on the Bloomberg Professional service. 
For subscription questions, e-mail bloombergmarkets@cdsfulfillment.com. 

Visit us at bloombergmarkets.com and follow us on Twitter at @markets. 


14 BLOOMBERG MARKETS NOVEMBER 2015 


Bold trades on 
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Direxion 3x Leveraged ETFs. 
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Exp. & Prod. Bull 3x Shares 

Daily S&P Oil & Gas 
Exp. & Prod. Bear 3x Shares 



Get started today. 

Call 866.476.7523 or go to 
www.direxioninvestments.com/oil-gas 
Type DIRX <G0> 



Shares of Direxion Shares are bought and sold at the market 
price (not NAV) and are not individually redeemed from the 
Fund . Brokerage commissions will reduce returns . Market 
Price returns are based upon the midpoint of the bid/ask 
spread at 4:00 pm EST (when NAV is normally determined) 
and do not represent the returns you would receive if you 
traded shares at other times. Fund returns assume that 
dividends and capital gains distributions have been reinvested 
in the Fund at NAV. Some performance results reflect expense 
subsidies and waivers in effect during certain periods shown. 
Absent these waivers, results would have been less favorable. 

An investor should consider the investment objectives, risks, 
charges, and expenses of Direxion Shares carefully before 
investing. The prospectus and summary prospectus contain 
this and other information about Direxion Shares. To obtain 
a prospectus and summary prospectus or visit our website 
at www.direxioninvestments.com. The prospectus and 
summary prospectus should be read carefully before investing. 

Investing in the funds may be more volatile than investing in 
broadly diversified funds. The use of leverage byafund increases 
the risktothefund.The Fundsare not suitable forall investors 
and should be utilized only by sophisticated investors who 
understand leverage risk, consequences of seeking daily 
leveraged investment results and intend to actively monitor 


DireXion 

ETFs I Funds 


and manage their investment. The Funds are not designed 
to track the underlying index over a longer period of time. 

Risks: 

An investment in the ETFs involve risk, including the possible 
loss of principal. The ETFs are non-diversified and include 
risks associated with concentration that results from the 
Funds' investments in a particular industry, sector, or 
geography which can increase volatility. The use of derivatives 
such as futures contracts, forward contracts, options and 
swaps are subject to market risks that may cause their 
price to fluctuate overtime. The Fund does not attempt 
to, and should not be expected to, provide returns which 
are a multiple of the return of the Index for periods other 
than a single day. For other risks including correlation, leverage, 
compounding, market volatility and specific risks regarding 
S&P Oil Services securities, and forthe bear Sx Shares 
risks related to shorting, please read the prospectus. 

Distributor: Foreside Fund Services, LLC. 


Letters 


“Selling the Blockchain 
to Wall Street” 

OCTOBER 2015 

I would like to commend Bloomberg 
Markets for an excellent article on 
Blythe Masters and the blockchain. 
The writing offered valuable in- 
sights on what is turning out to be 
an exciting frontier space, while 
the involvement of Blythe Masters 
always lends much-needed gravitas. 

WILIAM THAM 

Assistant vice president, Bank of Tokyo -Mitsubishi UFJ 
Singapore 



Considering the trillions of dollars 
that appear as memorandum items 
in financial statements, the bail- 
out, and now a bright idea to use 
underlying technology for secure 
transactions on distributed servers 
that clearly aren’t secure, I am a bit 
surprised and disappointed this 


article hit paper and ink. This sounds 
like buzz and another bad idea that 
will either die or be used— with the 
institutions involved hiding losses 
from public view until a bailout is 
required. 

DALE TENNISON 

Minneapolis 


TWEETS 


Loren Siebert, a software engineer, investor, 
and entrepreneur in the San Francisco Bay 
Area, had this to say about “Who Wants to 
Start an ETF?” (October 2015): 



Ordinary financial piece becomes the funniest 
article written about ETFs, ever. 

ibloom.bg/ 1 KL£XvT via Ebusiness 
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Ben Kizemchuk, a wealth manager in 
Toronto, shared the story as well: 



A story about persistence and luck 

ow.Sy/RomSU #etf #sfock$ invest Wetfs 
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Hartford Core Equity Fund 

(HAIAX) 


!★★★★★! 



At Hartford Funds, we realize that every client is different, with individual needs, wants and goals. That’s why we use an 
approach we call human-centric investing to guide the development of our 45+ different funds. 

For the client who demands strong performance with competitive fees, there is our Hartford Core Equity Fund, an 
actively managed large-cap equity fund. Hartford Core Equity Fund has outperformed the S&P 500 index under the 
current portfolio manager by 5.56%, 2.54% and 1.49% over 1-, 3- and 5-year periods, respectively. 1 

And now, our expense ratio is 35% lower than the average actively managed funds in its Morningstar category. After all, 
the only thing more human-centric than making money is saving money. 2 

To learn more, visit us at www.hartfordfunds.com/CoreEquity 


HARTFORPFUNDS 

Our benchmark is the investor!" 


The Fund’s one-year, five-year, and 10-year average annual total returns as of 06/30/2015 reflecting the maximum sales charge of 
5.5% for Class A were 6.76%, 17.50%, and 7.40% respectively 2 Gross Expenses: 1.07% Net Expenses: 0.79% Net expenses reflect 
contractual expense reimbursements. Contractual reimbursements remain in effect until February 29, 2016. Based on prospectus 
net expense ratio. The Fund’s net expense ratio is .79% and the Active Large Blend Mututal Fund Average is 1.21%. Active Large 
Blend Mutual Fund Average represents a simple average of the net expense ratio for all actively managed funds in the Morningstar 
Large Blend category excluding index and enhanced-index funds. 

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. The investment return and principal value of an investment will fluctuate so 
that an investor’s shares may be worth more or less than their original cost when redeemed. Current performance may be lower or higher than 
the performance data quoted. For more current performance information to the most recent month-ended, please visit hartfordfunds.com. 

Risks: All investments are subject to risk, including the possible loss of principal. The Fund’s share price may fluctuate due to market 
risk and/or security selections that may underperform the market or relevant benchmarks. Foreign investments can be riskier than U.S. 
investments due to the adverse effects of currency exchange rates, differences in market structure and liquidity, as well as specific country, 
regional, and economic developments. The Fund uses quantitative analysis in its securities selection, which can produce results that differ 
from the broader stock market. There is no guarantee the Fund will achieve its stated objective. 

Investors should carefully consider the investment objectives, risks, charges, and expenses of Hartford Funds before investing. This and 
other information can be found in the prospectus and summary prospectus, which can be obtained by calling 888-843- 7824 (retail) or 
800-279- 1541 (institutional). Investors should read them carefully before they invest. 

*Morningstar ratings are subject to change every month. The Fund’s 3-year rating was 4 stars with a category size of 1,380, the 10-year 
rating was 3 stars with a category size of 854, and the overall rating was 4 stars. Ratings are based on a risk-adjusted return measure that 
accounts for variations in monthly performance, emphasizing downward variations and rewarding consistent performance. The top 10% of 
the funds in a category receive five stars, the next 22.5% four stars, the next 35% three stars, the next 22.5% two stars and the bottom 10% 
one star. The Overall Rating reflects a weighted average of a fund’s 3-, 5- and 10-year (if applicable) risk adjusted performance. Different 
share classes may have different ratings. A 4- or 5-star rating does not necessarily imply that a fund achieved positive results for the period. 
Past performance is no guarantee of future results. Hartford Funds are underwritten and distributed by Hartford Funds Distributors, LLC. 
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Own a private aisle 


Go paperless 


Left is right 


Routine decisions 


Rest easy 


On planes with a 
3-3-3 or 3-4-3 seat 
configuration choose 
either aisle seat in the 
middle section to reduce 
by half the chances you’ll 
have to exit your seat so 
others can get out (or 
that you’ll be climbed 
over by your seatmates). 


Using Air Canada’s 
mobile app for advanced 
check-in and storing 
your boarding pass just 
makes sense. And with 
all long-haul planes 
offering seat- back power 
ports, your laptop will 
never run out of juice. 


On return trips ending in 
the U.S., you can clear 
customs in a matter of 
minutes in major Cana- 
dian airports. You’ll be 
able to walk right out of 
the airport upon landing 
in the U.S. Choose lines 
to your left — they move 
faster, studies show. 


Impose a measure of 
control over the chaos 
of travel by establishing 
routines. Always put your 
money, keys and phone 
in the same place in all 
hotel rooms. And always 
sleep either closest to the 
window or the bathroom. 
Rely on your own alarm 
to wake you up. 


Air Canada’s Boeing 
787 Dreamliners 
feature lights that fight 
jet lag, and International 
Business Class offers 
fully lie-flat seats, 
ensuring you’re rested 
and ready for business 
when you land. 


FLY TO ASIA OR EUROPE THROUGH TORONTO 

Air Canada ’s Premium Economy seats are larger than normal, its renovated Business Class lounge is just 
steps from the international gates and you can earn miles in the Star Alliance frequent flyer program of 
your choice. Plus, on return, you can avoid long lines by quickly clearing U.S. Customs. 


TOP INTERNATIONAL BUSINESS TRAVEL HACKS 



A STAR ALLIANCE MEMBER C' 



WELL CONNECTED? 
So are we. 

#T ravel Smarter 


Fly to Europe or Asia daily from over 45 U.S, cities through Toronto. 
With Air Canada your next flight could change the way you think about 
business travel altogether. We call it traveling smarter. Learn more at 
AirCanada.com/TravelSmarter 


AIR CANADA @ 
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UBS’s Puerto Rico 
Wipeout 

The Swiss bank spread the pain of the island’s debt crisis 
to its clients with a hard sell on risky bond funds. 


UBS HAD A GOOD thing going in Puerto Rico. The Swiss bank served as an adviser 
to the commonwealth’s Employees Retirement System, led the underwriting of a 
$2.9 billion bond issue for the pension agency in 2008, and then stuffed half of 
those bonds into a family of closed-end mutual funds it sold exclusively to 
customers on the island. It collected fees at every step. 



Now, with the U.S. territory in the down- 
ward spiral of a government debt crisis, 
it’s all coming apart for UBS, long the big- 
gest retail brokerage on the island. After 
UBS helped the government dig itself into a 
deeper hole and put island customers on the 
hook for the losses that followed, its Puerto 
Rico saga has become a cautionary tale of 
how risks can multiply. 

Angry customers have filed hundreds of 
arbitration claims with the Financial In- 
dustry Regulatory Authority. They’re seek- 
ing more than $1.1 billion in damages from 
UBS after huge losses in the tax-free bond 
funds, sold as high-income investments 


$450,000, but UBS offered him just $90,000. 
While most closed-end funds are listed on 
an exchange, these were not, so clients de- 
pended on bids and offers from UBS Puerto 
Rico to get in or out. 

Rosado didn’t sell; he went to arbitra- 
tion and won. In May, the arbitrators wrote 
in their decision that Rosado was “grossly 
over-concentrated” in the bond funds, 
which were unsuitable for a senior with no 
investing experience. UBS was ordered to 
pay Rosado $1 million, including $602,000 
in damages. With six other arbitration cases 
decided on the merits so far this year, one 



* 


that would preserve their capital, and in 
the bonds themselves. Three of UBS Puerto 
Rico’s five offices have closed since 2010, 
and nearly 60 of the unit’s 140 financial 
advisers have departed. The bank’s retail 
brokerage market share on the island has 
dropped to 33 percent from 48 percent over 
that period. 

Retiree Juan Burgos Rosado was 66 in De- 
cember 2011, when he opened an account 
with UBS. A month earlier, he had taken a 
fall from a tall ladder, ending his career re- 
habbing real estate. Rosado was “the quint- 
essential conservative investor,” according 
to the arbitration panel that heard his case. 
UBS advised him to move $325,000 from a 
maturing certificate of deposit into its high- 
income funds. Rosado invested a further 
$200,000 in 2012, when he sold a house, and 
$600,000 more in January 2013, when an- 
other CD matured. He tried to sell the funds 
later that year as they plunged in value. His 
statements showed they were still worth 



* 

of which went in favor of the bank, UBS has 
been ordered to pay out a total of more than 
$7 million. 

The bank was disappointed in the out- 
come of Rosado’s case, says UBS spokesman 
Gregg Rosenberg. The claims arbitrated so 
far are not indicative of how other claims 
might be decided, says Rosenberg, who’s 
based in New York. “For more than 20 years, 
investors in UBS’s Puerto Rico municipal 
bonds and closed-end funds received excel- 
lent returns.” Losses beginning in mid-2013 
occurred amid general weakness in munic- 
ipal bond markets and Puerto Rican debt, 
the bank says. The funds, which have de- 
clined as much as 75 percent from their ini- 
tial prices, have continued to pay dividends. 

The UBS Puerto Rico funds were lucra- 
tive for the bank, bringing in hundreds of 
millions of dollars in fees and commissions. 
The fund family, which had as much as $8.9 
billion in assets in 2009, was designed to be 
heavily invested in the island’s municipal 
bonds, using borrowed money. By mid-2013, 
the bonds UBS had underwritten for the 
pension agency represented more than half 
of the net assets in five of the funds. The pen- 
sion agency bonds lost more than 80 percent 


of their value from when they were issued in 
2008 through August of this year. On Sept. 
10, Standard & Poor’s predicted with “virtual 
certainty” that the bonds will default. 

Putting bonds UBS had underwritten into 
funds UBS managed would have been for- 
bidden by the Investment Company Act of 
1940— if the funds were sold on the main- 
land. But Congress exempted Puerto Rico 
when the law was enacted. Bloomberg 
Markets first reported on UBS’s activities on 
the island in 2009. (See “UBS’s Puerto Rican 
Connections,” April 2009.) 

“UBS made itself a ton of money at the 
expense of its clients, with these huge con- 
flicts of interest,” says Craig McCann, a for- 
mer senior economist at the U.S. Securities 
and Exchange Commission who has been 
hired by investors’ lawyers to review more 
than 200 of the arbitration claims. 

McCann, a principal at Securities Litiga- 
tion & Consulting Group in Fairfax, Virginia, 
says UBS Puerto Rico sold its fixed-income 
mutual funds and the pension debt to cus- 
tomers with no regard for diversification or 
the appropriateness of the risk. “Whether it 
was a $50,000 account or a $50 million ac- 
count, systematically UBS put clients into 
the same securities,” he says. “I’ve never 
seen anything like it.” 

The bond funds have landed UBS Puerto 
Rico in trouble before. In May 2012, UBS 
paid $26.6 million in fines and restitution 
and was censured by the SEC, which said 
the bank had manipulated the prices of the 
funds in 2008 and 2009. UBS didn’t admit or 
deny wrongdoing. 

While UBS settled with the regulators, 
Miguel Ferrer, then- chairman of UBS Puerto 
Rico, fought a parallel proceeding that the 
SEC brought against him— and got his case 
dismissed. In October 2013, an adminis- 
trative law judge ruled the regulator had 
failed to prove its case. She found that the 
prospectuses and literature describing the 
funds were accurate. Ferrer, who built what 
eventually became UBS Puerto Rico, start- 
ing with a two-man office 50 years ago, re- 
tired in 2014. 

Ferrer had championed the bond funds. 
“What is the problem?” he asked his brokers 
during a June 2011 sales meeting in San 
Juan that was recorded. “We have in your 
accounts almost $1 billion in cash that does 
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Everybody’s favorite economic acronym (Brazil, 
Russia, India, China, and South Africa) should 
incorporate an “A” for Argentina, according to 
President Cristina Fernandez de Kirchner. 


not generate commissions,” he said. He 
touted the high income the funds offered 
and argued that they were diversified. “You 
have current yield, and you have a history 
of good performance. What the f-ck do you 
want?” The audio recording, first reported 
by Reuters earlier this year, wasn’t used in 
the SEC case; it’s in the hands of lawyers 
handling the arbitration claims. Ferrer 
didn’t respond to a request for comment 
made through his lawyers. 

Retail investors aren’t the only UBS cli- 
ents who’ve suffered. So has the pension 
agency whose bonds the bank underwrote. 
The debt issue was intended to help rescue 
a troubled system that was, at that time, un- 
derfunded by $10 billion. It actually made 
things worse, according to a 2010 study 
prepared for the pension fund by consult- 
ing firm Conway MacKenzie. “The $3 bil- 
lion transaction was inherently flawed, 
misconceived and speculative as a mech- 
anism to improve the system’s funded ra- 
tio,” it found. 

In May, Puerto Rico estimated the fund’s 
deficit versus future obligations had tripled 
to $30 billion. 

Jose J. Villamil, an economist in San 
Juan, said in a 2009 interview with Bloom- 
berg Markets that the bond deal relied on 
unreasonable projections of future funding 
of the pension system to service the debt. “I 
don’t know what they were smoking when 
they put this together,” he said, referring to 
revenue forecasts in a report by Global In- 
sight, a mainland U.S. consulting firm since 
acquired by IHS. Jim Diffley, lead author of 
the report, defends his work. “There were 
all sorts of disclaimers that these are fore- 
casts and subject to error,” he says. 

A year after settling with the SEC, UBS 
hired Villamil to serve as an independent 
director of 18 of its Puerto Rico mutual 
funds. So he’s now on the payroll of an af- 
filiate of the underwriter, but Villamil still 
says that it was a terrible idea to issue the 
pension bonds in the first place. “I think it 
was a huge mistake.” 

DAVID EVANS 
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Argentina Surprise 

South America’s bad-boy economy has an unexpected 
bright spot: its surging stock market. 



MSCI EMERGING MARKETS 


IS THE ARGENTINE Stock 
market a safe haven? 

That might sound 
ludicrous, especially in 
light of the cruel summer 
investors endured as 
China’s devaluation trig- 
gered a worldwide selloff 
in equities. But Argen- 
tina’s Merval Index isn’t 
making anybody cry about 
its performance. 

Through Sept. 8, the 
Merval, which comprises 
energy players YPF and 
Pampa Energfa and nine 
other stocks, is up an im- 
pressive 30 percent com- 
pared with -15 percent 
for the benchmark MSCI 
Emerging Markets Index. 
Zoom out a few years— 
see the chart below— and 
the Merval has consis- 
tently trounced not just 
the MSCI but also the 
Ibovespa Index in neigh- 
boring Brazil as well as the 
S&P 500 Index. 

What’s going on here? 
After all, isn’t Argentina 


better known for baroque 
political scandals, nation- 
alizing foreign enterprises, 
and failing to honor its 
debts? 

Yes, but as risky as it 
may seem, wealthy 
Argentines prefer to park 
their capital in stocks 
rather than hard assets 
such as real estate, 
according to Claus Born, 
a money manager at 
Franklin Templeton Invest- 
ments who specializes in 


emerging markets. Foreign 
investors have been bullish 
on Argentine equities ever 
since it became clear in 
2013 that President Cris- 
tina Fernandez de Kirch- 
ner couldn’t run for a third 
term in the general elec- 
tion on Oct. 25. 

“Everything that can 
go wrong in a country has 
gone wrong,” Born says. 
“But the stock market has 
taken off.” 

EDWARD ROBINSON 
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Goodbye 

60 / 40 . 

FOR A PROPER FAREWELL: 

1. Tear out this page. Go ahead, just rip it right out. 

2. Crumple it up into a little ball. 

3. Using an overhand motion, throw it as far away from you as you can. 

4. Behold Invesco's new thinking around the role alternatives should play 
in today's allocations. 
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VS 
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The 

Amazon 

Puzzle 

In a battle of tech titans, 
some investors may have 
reason to prefer Bezos over 
Brin and Page. 


WHICH COMPANY IS a better invest- 
ment, Google or Amazon.com? Conven- 
tional wisdom suggests Google, which 
turns huge profits, enjoys better gross 
margins, and has a far lower price-to-earn- 
ings ratio. Yet Amazon’s stock has re- 
turned 51 percent in the past year, 
compared with 7 percent for Google. 

That’s a phenomenon Steve Hanke, an 
economics professor at Johns Hopkins 
University, and Ryan Guttridge, a fellow 
there, have named the “Amazon puzzle,” 
and one they say they’ve figured out. The 
key is hidden in asset turns, or how effec- 
tive companies are at getting revenue out 
of their investments. Asset turnover is de- 
fined as sales divided by total assets; the 
higher the number, the better. “Google is 
just abysmal, and Amazon is really good,” 
says Guttridge, who once worked for leg- 
endary stock picker Bill Miller at Legg Ma- 
son in Baltimore. 

How abysmal? Try 0.54 in 2013, 0.55 in 
2014, and 0.53 so far this year, versus 2.05, 
1.88, and 2.12 for Amazon, according to 
data compiled by Bloomberg. 

Guttridge and Hanke credit Amazon’s 
cash flow- focused CEO, Jeff Bezos. Bezos 
has a salary of just $81,840 a year, though 
he gets a further $1.6 million to cover his 
personal security. Beyond that, he receives 
nothing atop the return on the 18 percent 
of Amazon that he owns. It’s the same 





‘WITH AMAZON, 
YOU HAVE A CLEAR 
LINE BETWEEN 
ASSET TURNS AND 
CASH FLOW.’ 


stock shareholders own. He makes money 
only if the stock goes up and must keep 
shareholders happy or be held account- 
able. Larry Page and Sergey Brin of Google, 
while they earn only $1 a year in salary, 
control classes of stock outside investors 

can’t touch. § 

< 

That puts Google’s lucrative search and J 
YouTube services further out of reach of s 
the little guy. And that’s why Guttridge is | 
betting on Bezos. “You buy equities be- | 
cause you expect to benefit from the free § 
cash flow of the business,” he says. “With i 
Amazon, you have a clear line between as- | 
set turns and cash flow.” | 

ANTHONY EFFINGER £ 
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For decades, investors have used a traditional 60% stock/40% bond allocation. But Invesco 
believes alternative investments should also be a core part of modern portfolios. They can help 
build and preserve wealth and enhance income by accessing strategies traditional investments 
can't. And whether your ideal alts allocation is 10%, 20% or more, Invesco's 30 years of 
alternatives expertise can help you separate Knowledge from Noise. SM Visit invesco.com/alts for 
video, insight and fresh thinking. 



To Help Build Wealth 

To Help Preserve Wealth 

To Help Enhance Income 

Invesco Global Targeted Returns Fund 

Invesco Balanced-Risk Allocation Fund 

Invesco Floating Rate Fund 

(GLTAX) 

(ABRZX) 

(AFRAX) 

Invesco Balanced-Risk Allocation Fund 

PowerShares S&P 500 Downside 

PowerShares Senior Loan Portfolio 

(ABRZX) 

Hedged Portfolio (PHDG) 

(BKLN) 


NOT FDIC INSURED | MAY LOSE VALUE | NO BANK GUARANTEE 

Before investing, investors should carefully read the prospectus and/or summary prospectus and carefully consider 
the investment objectives, risks, charges and expenses. For this and more complete information about a fund, ETF 
or unit trust, investors should contact their advisors for a prospectus and/or summary prospectus or visit 
invesco.com/fundprospectus. 

Investors: Talk to your financial advisor about the right level of alternative investments for your portfolio. The 50% stock/30% bond/20% alternatives 
portfolio pictured is for illustrative purposes only. 

Alternative products typically hold more nontraditional investments and use complex trading strategies, including hedging and leveraging through 
derivatives, short selling and opportunistic strategies that change with market conditions. Investors considering alternatives should be aware of 
their unique characteristics and additional risks. Like all investments, performance will fluctuate. You can lose money. 

An investment in exchange-traded funds (ETFs) may trade at a discount to net asset value, fail to develop an active trading market, halt trading on 
the listing exchange, fail to track the referenced index or hold troubled securities. ETFs may involve duplication of management fees and certain 
other expenses. 
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‘In India, what are the three big things? 
Cricket, religion— and movies.’ 

Eros Executive Choirmon Kishore Lulla 

Source: Bloomberg 


The Netflix of India 

Eros International, the Bollywood hit factory, is earning 
rave reviews for its streaming strategy. 


EROS INTERNATIONAL is looking a lot 
like a surprise Bollywood hit for investors, 
including BlackRock and Temasek Hold- 
ings, Singapore’s sovereign wealth fund. 

Shares of Eros, an Indian film com- 
pany that listed on the New York Stock 
Exchange in 2013, soared 100 percent from 
May 12 to Sept. 8 on optimism about the 
company’s Internet streaming service, 
ErosNow. (Think of the service as the Net- 
flix of India, backed by the largest pro- 
ducer and distributer of Bollywood films.) 
Launched in 2012, ErosNow had 26.5 mil- 
lion registered users as of July— 39 per- 
cent higher than the previous quarter. 
Netflix isn’t even slated to enter India un- 
til next year. 

Users pay nothing for advertising-sup- 
ported content on ErosNow; if they don’t 
want ads, they can pay per film or sub- 
scribe to the monthly service for as little 
as 50 rupees (80 cents) a month. Those 



ErosNow owns the digital rights to more than 3,000 movies, 
the biggest library in India. 


economics appeal to India’s bur- 
geoning middle class, a demo- 
graphic that will number 200 
million by 2020, according to 
Ernst & Young, and one that’s in- 
creasingly consuming content on 
mobile devices. 

Analysts expect Eros to lever- 
age its Mumbai-based studio 
to fend off Netflix. The studio 
churns out about 70 films each 
year and is planning to ramp that 
up to more than 100 in the next 
three to five years. ErosNow be- 
gan exclusively streaming the re- 
cent box office hit (and Eros film) 

Tanu Weds Manu Returns in July, just 
eight weeks after its release in cinemas, 
where it had grossed more than $40 mil- 
lion worldwide as of mid-August. 

“Eros dominates Bollywood, and In- 
dians want Bollywood, not Hollywood,” 


says Tim Nollen, a media analyst at Mac- 
quarie Capital in New York. “Netflix may 
have success with Hollywood content, but 
their path to success in India is not nearly 
as clear as in other countries.” 

STEPHANIE BAKER 



When the wines are ready to 
drink, they’ll be poured gratis in 
Emirates’ first and business 
classes. “A long journey looks a 
lot better with a glass of fine 
Bordeaux or champagne,” says 
Heymeijer, who’s in charge of 
the airline’s in-flight catering. 
“That’s why we’ve spent half 


a billion dollars on the wine 
program over the past decade.” 
Emirates is one of many 
airlines adding elite wines 
to the list of luxury perks 
like massage beds and 
Michel in-starred cuisine as 
a long-term strategy to win 
wealthy travelers’ loyalty. 

Carriers choose most wines 
from blind tastings using experts 
such as James Cluer, who 
initiated Qatar Airways’ program 
a decade ago. Selections vary 
widely by airline and flight, but 
top champagnes are a constant. 


Lists favor rich and fruity wines 
over delicate, complex ones 
because cabin pressure and low 
humidity diminish your senses of 
smell and taste. 

Airlines are also investing 
heavily in service. Etihad Airways 
uses crystal glassware created 
especially for the airline, and 
Qatar has provided professional 
wine-training courses for all of 
its 9,000 flight attendants. 

What’s next? I predict 
onboard sommeliers conducting 
private wine tastings in the sky. 

ELIN McCOY 


DRINKING WELL 
AT 36,000 FEET 

Airlines are upgrading their 
wine cellars to woo passengers 
to first and business classes. 

THIS PAST SPRING, Joost 
Heymeijer arrived in Bordeaux 
with the Emirates airline wine 
team for a four-day marathon 
of tasting barrel samples. They 
ended up purchasing almost 
1 million bottles as futures, 
zeroing in on 60 famed crus 
classes. 
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> Interactive Brokers 

FOR INSTITUTIONS 


Complete Prime Broker Turnkey Solution 

for Hedge and Mutual Funds 

that provides trading, clearing, custody, and reporting capability 
on over 100 market destinations worldwide 


Our Hedge and Mutual Fund account is a cost-effective 
and automated solution for funds of any size. 


• Trade stocks, options, futures, forex 
and bonds worldwide from a single 
IB Universal Account.™ 


• Trades can be given up pre-trade or 
post-trade to multiple prime locations 
or taken up from executing brokers. 


• Choose a single fund account 
structure to manage one fund, or a 
multiple fund account structure to 
manage multiple funds. 

• A User Access Rights system 
that allows you to assign different 
managerial roles and client accounts 
to individual employees within your 
organization. 


To find out more, contact an IB representative 
by calling toll free 855 - 861-6414 


Risk-based Portfolio Margin or 
Reg T Margin Accounts. 

Transparent, cost-plus pricing 
discounted by volume to as low as 
1 /20th penny per share, 15 cents per 
options contract and 25 cents per 
futures contract, eligible for 
exchange rebates. 1 


or by visiting: ibkr.com/intb 



stocks • options • futures • forex • bonds — on over 100 markets worldwide from one account 


Interactive Brokers LLC is a member NYSE, FINRA and SIPC. Supporting documentation for any claims and statistical information will be provided 
upon request. [1] Plus exchange, regulatory, transaction and carry fees where applicable. Commissions above are for US products; international 
products available at comparable rates. For complete details, see interactivebrokers.com/commissions 10-IB15-923CH883 
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Cuba for Realists 

There’s optimism on the island, and international investors are twitchy with 
anticipation. That doesn’t mean Cuba isn’t still a deeply repressive state. 



T his has been a year of 

new possibilities for Cuba. 
Even with the U.S. embargo 
still in place, the restoration of dip- 
lomatic ties has injected the socialist 
redoubt of Fidel and Raul Castro with 
energy and hope— not to mention 
tourists bearing dollars and euros. As 
things stand, though, hopes for a Cu- 
ban economic miracle are likely to re- 
main just that. 

True, the economy is expected to 
grow by almost 5 percent this year, 
a big improvement over last year’s 1.3 
percent. Meanwhile, U.S. companies 
are prospecting, as are investors from 
Asia, Latin America, and Europe. 

Trouble is, here’s what they find: 
a state that ringfences the choicest 
investment opportunities; frowns 
on majority ownership; is slow to ap- 
prove new ventures; controls the hir- 
ing, firing, and payment of workers and 
the distribution of agricultural and other 
goods; and expropriates businesses as it 
sees fit. Recent reforms have allowed some 
Cubans to start some kinds of small busi- 
nesses— a dramatic change by the island’s 
impressive standards of economic repres- 
sion. But the Cuban state has hardly gone 
pro-enterprise. Or pro-freedom. 

Could there be such a thing as “capi- 
talism with Cuban characteristics”? That 
might be the hope of Luis Alberto Rodri- 
guez, the Cuban general who runs GAESA, 
the state-owned conglomerate control- 
ling more than half of Cuba’s economy. 
If you’re hoping to do business in Cuba, 
he’s likely to be your partner, as Michael 


Cubans can now own mobile phones. 
Internet access, however, remains 
tightly controlled. 


Smith describes in “Doing Business With 
the General,” on page 108. 

In the end, you can have capitalism 
or Cuban characteristics, but not both. 
No doubt, the lifting of the U.S. embargo 
would help to liberalize the economy. But 
real change depends on a sudden access 
of wisdom on the part of a vacillating and 
sclerotic one-party state facing a big lead- 
ership transition when 84-year-old Raul 
Castro steps down in 2018. 

Without radical reform, Cuba will strug- 
gle to avoid further stagnation. Cigars, 
beaches, and charming old Chevrolets 


won’t suffice to lure $2.5 billion a year in 
foreign investment— Cuba’s stated goal 
and a small fraction, by the way, of what 
it really needs. 

The full reform agenda is daunting, but 
Cuba could do one smart thing quickly: 
abandon the dual-currency system, which 
cloaks the inefficiency of state enterprises 
and makes it harder for foreign investors 
to do business. The regime has repeatedly 
punted on unifying the peso. Will Castro 
fulfill a pledge to do so before next spring’s 
party congress? If he does, a tentative Cuba 
Libre would be in order. 


BY THE EDITORS OF BLOOMBERG VIEW 

To read more editorials, type VIEW <Go> on the Bloomberg 

Professional service or go to BLOOMBERGVIEW.COM. 
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Beyond life’s special moments... 
Ensure a legacy with Christie’s Jewels 



A FANCY VIVID YELLOW DIAMOND RING OF 75.56 CARATS 

To be offered in the New York Important Jewels Sale 
on October 20, 2015 


Explore Our Collections 

christies.com/jewels 
usjewels@christies.com 
TYPE CHRS <GO> 


CHRISTIE’S 

THE ART PEOPLE 



U.S. Trust operates through Bank of America, N.A., Member FDIC. 

© 2015 Bank of America Corporation. All rights reserved. ARMMFFGJ 





YOU’RE THE 
PERFECT PERSON 
FOR THE JOB. 
HOW DO YOU 


c/c, 


ose. 


A SUCCESSOR? 




When you’ve poured your energy into building a successful business, it’s often 
difficult to imagine what’s next. Our team of experienced wealth planners and advisors 
can help you form an exit and succession strategy that protects your assets and 
preserves your desired level of control. So you can move forward with confidence. 


type ustt <go> ustrust.com/business Life’s better when we’re connected® 


u.s. trust 


Bank crT Amonca Private Wealth Management 
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THE 

PEOPLE 

WITH 

MONEY, 

POWER, 

AND 

IDEAS 


Most 

Influential 


THEY BUILD COMPANIES and assemble fortunes. They 
run banks, or hope to disrupt them. They shape economies and 
spread ideas. They manage money and wield the clout that goes with 
the billions of dollars they invest. The 50 people in our fifth annual 
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For our take on the many paths to influence in the 
financial world— and the full list— open the gatefold. 



What powers the 
ETF that continues 



TYPE! ROWE <GO> | powershanesxom/OQO | &>PowerShare$ 


Explore the Power of... 


A time-tested track record 


100 of the world's top companies 
listed on the NASDAQ 

PowerShares 000 is an exchange-traded fund 
(ETF) that tracks the NASDAG-100 Index, 
comprising 100 of the world's leading companies, 


QOO has outperformed 
the S&P 500 Index over 
the past 10 years 1 



Five star Overall 
Morningstar Rating 



ETF Large Growth 
(25 Funds) as of 
June 30, 2015 


Based on risk-adjusted returns . 
Past performance does not 
guarantee future results. 


Standardized performance 

1 Year 

5 Year 

10 Year 

Fund WAV 

15.33 

21.53 

12.14 

Fund Market Price 

15.45 

21.57 

12.16 

S&P SCO index 

7.42 

17,34 

7,89 


Data a$ of June 30, 2015. Total expense ratio is 0.20%. 

Performance data quoted represents past performance, which te not 
a guarantee of future results. Investment returns and principal value 
will fluctuate, and shares, when redeemed, may he worth more or less 
than their original cost. Current performance may be higher or lower 
than performance data quoted. See invescopowershares.com to find 
the most recent month end performance numbers. Fund performance 
reflects fee waivers, absent which, performance data quoted would 
have been lower. Market returns are based on the midpoint of the bid/ 
ask spread at 4 p,m* ET and do not represent the returns an investor 
would receive if shares were traded at other times* Index returns do 


not reflect Fund returns. An Investor cannot Invest directly in an Index, 

1 Source: Bloomberg LP + , as of July 31, 2015 

2 Liquidity: Shares are not individually redeemable and owners of 
the shares may acquire those shares from the Fund and tender those 
shares for redemption to the Fund in Creation Unit aggregations only, 
typically consisting of 50,000. 75 r OO0, 100,000 or 200,000 shares. 

3 Invesco PowerShares does not offer tax advice. Investors should 
consult their own tax advisors for information regarding their own 
tax situations. 

While it is not PowerShares intention, there is no guarantee that the 
Funds will not distribute capital gains to its shareholders. 

As of June 30, Z015 the Fund had an overall rating of 5 stars out 
of 25 funds and was rated 5 stars out of 25 funds for the 3-year period* 
5 stars out of 19 funds for the 5-year period and 5 stars out of 9 funds 
for the 10-year period, respectively In the ETF Lanje Growth Category. 
Past performance Is no guarantee of future results* The fund shown 
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A dynamic ETF structure 


Transparent holdings 


Apple Inc 

12.80 

Microsoft Corp 

7.28 

Amazon.com Inc 

4.79 

Google Inc 

4.37 

Facebook Inc 

4,14 

Google Inc 

3*86 

Gilead Sciences Inc 

3,30 

Cisco Systems Inc 

2,73 

Intel Corp 

2.60 

Comcast Corp 

2,46 


Source: Invesco Power-Shares, as of Aug. 1 % 2015. 
Hoidtng s are subject to change. Asset allocation cannot 
assure a profit nor protect agamst a toss. 


intraday liquidity* 

RpwerShares QGQ offers 
investment flexibility, allowing 
investors to boy and sell 
shares on an exchange* 

Tax efficiency 3 

PowerShares 0G0 p s tn-kind 
structure mitigates the risk of 
capital gains distributions. 
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may currently be experiencing negative performance. For the most 
recent month-end performance data, please visit invescopowersbares. 
com, Please note that it js possible for a four- or five-star fund to exhibit 
iow or negative performance within a given period. 

© 2015 Momingstar, Inc. All rights reserved. The information contained 
herein is proprietary to Momingstar and/or its content providers. It 
may not be copied or distributed and is not warranted to be accurate, 
complete or timely. Neither Momingstar nor its content providers 
are responsible for any damages or losses arising from any use of 
this information. Momingstar ratings are based on a risk-adjusted 
return measure that accounts for variation in a fund's monthly 
performance, placing more emphasis on the downward variations 
and rewarding consistent performance, Had fees not been waived and/ 
or expenses reimbursed currently or in the past, the Momingstar rating 
would have been fewer. The Overall Momingstar Rating fora fund is 
derived from a weighted average of the performance figures associated 
with its 3, 5, and 10-year Momingstar Rating metrics. Ratings are as of 
the most recent quarter end and are subject to change every month. 


A fund is eligible for a Morningstar rating three years after inception. 

The top 10% of funds in a category receive five stars, the next Z2.5% 
four stars, the next 35% three stars, the next 22.5% two stars and the 
bottom 10% one star. 

Important information 

There are risks involved with investing in ETFs, including possible loss 
of money. The Funds are not actively managed and are subject to 
risks similar to those of stocks, including those related to short selling 
and margin maintenance. Ordinary brokerage commissions apply. 

The Fund's return may not match the return of the Index. The Fund is 
subject to certain other risks. Please see the current prospectus for more 
information regarding the risk associated with an investment in the fund. 
The sponsor of the NASDAQ- 100 Trusty a unit investment trust, is 
Invesco PowerShares Capital Management LLC (Invesco PowerShares). 
iSfASOAQ, NASDAQ-100 Index* NASDAQ-100 Index Tracking Stock and 
QQQ are trade/servfce marks of the NASDAQ Stock Market. Inc. and 
have been licensed for use by invesco FtowerShares Capital Management 
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The Power of OOQ. 


QQQ 


■ Investing in 100 of the worlds top companies listed 
on the NASDAQ 

■ A dynamic ETF structure which is transparent, 
liquid 2 and tax efficient 3 

■ A time-tested track record of over 15 years 





LLC, OOO's sponsor NASDAQ makes no representation regarding the 
advisability of investing in QQQ and n^akes no warranty and bears no 
liability with respect to QQQ ( the NASDAQ- 1 00 index, its u$e or arty 
dafra included therein. 

The S&P 500® Index is an unmanaged index considered representative 
of the US stock market. 

ALPS Distributors, Inc, is the distributor for QQQ. QQQ is a unit 
investment trust 

Invesco PowerShares Capital Management LLC is not affiliated with 
ALPS Distributors, fnc. 

PowerShares- is a registered trademark of Invesco PowerShares Capital 
Management LLC. investment adviser, Invesco PowerShares Capita! 
Management LLC (Invesco PowefShams) and Invesco Distributors, Inc, 


ETF distributor, are indirect, wholly owned subsidiaries of Invesco Ltd. 
Note: Not all products are aval table through all f inns. 

Shares are not FDIC Insured, may lose value and have no 
bank guarantee. 

An investor should consider investment objectives , 
risks , charges and expenses carefully before investing. 
To obtain a prospectus , which contains this and other 
informat bn about the 000, a unit investment trust 
please contact your broker, call 800 983 0903 or visit 
invescopowershares.com . Please read the prospectus 
carefully before investing. 
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Most Influential ranking are a varied group but have in common extraor- 
dinary success in their chosen fields. 

In selecting our influential elite, we favor recent accomplishments over 
lifetime achievements. Half the people here have never appeared on our 
list before. Tech executives and entrepreneurs and the venture capitalists 
who fund them are ascendant of late, and the list reflects that. China, for 
better or worse, is vital to global markets, and we have a bigger Asia co- 
hort than ever. 

To build our list each year, we start with a much larger universe of can- 
didates, compiled with the help of Bloomberg News reporters and editors 
around the world. We also rely on the rankings, profiles, and cover stories 
we publish throughout the year in Bloomberg Markets. Then the maga- 
zine’s editors winnow it down, making the hard calls about who’s in and 
who’s out. 

This year, for the first time, we enlisted the help of nine industry ex- 
perts, who convened as the advisory board for our companion confer- 
ence, the Bloomberg Markets Most Influential Summit (to be held in three 
locations— Hong Kong, London, and New York— on Oct. 6). The panel 
consists of Cliff Asness, co-founder, AQR Capital Management; Brad 
Burnham, managing partner. Union Square Ventures; Marty Chavez, 
chief information officer, Goldman Sachs; Roger Ferguson, CEO, TIAA- 
CREF; Sonia Gardner, president, Avenue Capital Group; Alexandra Leb- 
enthal, CEO, Lebenthal Holdings; Jeffrey Smith, CEO, Starboard Value; 
Paul Taubman, founding partner, PJT Partners; and Jeffrey Ubben, 
founder, ValueAct Capital Management. 

Influence plays out in many ways. Our list this year includes the CEO 
who beat back an activist investor’s power grab, the African billionaire us- 
ing his fortune to fight corruption, the economist who thinks economic 
models often don’t match reality, the money manager who has been pub- 
lishing market analysis since he was 18, and the chairman of the world’s 
largest bank by assets— who will be paid less than $100,000 this year. 

ROBERT S. DIETERICH 
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O N THE BOOKSHELF 

behind the sofa in Janet 
Yellen’s spacious of- 
fice at 20th Street and 
Constitution Avenue 
in Washington sits a 
framed photograph her staff gave her 
when she was changing jobs five years 
ago. In it, she’s posed next to a poster she 
kept on her wall when she was president 
of the Federal Reserve Bank of San Fran- 
cisco. It’s that poster, the now ubiquitous 
World War II slogan in plain type under a 
small British crown. 

“Keep Calm and Carry On”— of 
course that’s Yellen’s motto. What’s 
more befitting a Fed chair who has yet 
to flinch in the face of withering criti- 
cism from right and left and especially 


EXTRAORDINARY 
TIMES AT THE FED 


3 . 0 % 


2.5 



After seven years with 
its benchmark rate near 
zero, the central bank 
has signaled it will end 
its easiest monetary 
policy ever— very soon. 



from Congress, who is almost never off 
message, and who deftly manages an 
at times deeply divided policy-making 
committee? 

Calmly carry on is what Yellen did on 
Sept. 17. Faced with a cacophony of advice 
from every corner and conflicting signals 
from a sturdy U.S. recovery and a faltering 
global economy, Yellen sifted the data, 
weighed the risks, and decided to put off 
the Fed’s first rate increase in nine years. 
But not for long. The rate-setting Federal 
Open Market Committee is still on course 
to lift rates from near zero later this year, 
she said at a press conference after the de- 
cision was announced. 

“We have been receiving advice from 
a large number of economists and inter- 
ested groups,” she said with an amused 
grin. “But look, at the end of the day, it’s 
the committee’s job to come together 
to analyze the data that we have on the 
economy,” she said, “and arrive at 
a committee judgment about the 
appropriate path of policy. And 
that’s what we did today.” 

Yellen, 69, has spent her first 
year and a half atop the Fed posi- 
tioning the central bank for liftoff— 
that first move up in rates that will 
bring Fed policy one step closer to 
normalcy after a period of extraor- 
dinary support for a weak econ- 
omy in the U.S. and worldwide. She 
wound up the Fed’s bond-buying 
program a year ago and, save for 
one verbal misstep in her first press 
conference, deftly laid the ground- 
work for a shift to a tighter mone- 
tary stance. She has made subtle, 
carefully calibrated changes along 
the way in how she describes the 
central bank’s intentions. 


QE1 ENDS 


Yellen’s colleagues seemed to be lin- 
ing up behind a September rate hike— 
until the market swoon in late August, 
triggered by the rout in China’s stock 
market, the sudden devaluation of the 
yuan, and the growing concern that the 
Chinese government might be bungling 
its management of the economy. Yel- 
len’s reaction? Let’s take a deep breath 
and some time to figure out what mes- 
sage the markets are sending about the 
global economy. But let’s not be scared 
into abandoning the plan for a rate hike 
this year. 

“The Fed should not be responding to 
the ups and downs of the markets,” she 
said at the post-meeting presser. “But 
when there are significant financial de- 
velopments, it’s incumbent on us to ask 
ourselves what is causing them.” So lift- 
off will wait a little longer. The Fed has 
meetings in October and December, and 
a hike is on the agenda for one of them. 

“Discretion is the better part of valor,” 
says Ethan Harris, co-head of economic 
research at Bank of America. Not raising 
rates in September was a “tactical delay” 
to gather more evidence on the economy. 

A lready in the history 

books as the first woman to head 
the 101-year-old Fed, Yellen has 
the privilege, and the burden, of run- 
ning the institution at a time when it 
has an unprecedented role in the global 3 
economy. During the financial crisis, § 
the Fed bailed out lenders, shored up | 
money market funds, and pumped tril- | 
lions of dollars into the banking system. | 
It effectively gave money away by keep- | 
ing short-term interest rates pinned % 
near zero. The odds may be long for Yel- | 
len to extricate the Fed from the easiest I 
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monetary policy it’s ever run without 
something going awry— stocks plunging, 
inflation getting out of control, deflation 
setting in, or another recession striking 
before many Americans feel the effects 
of the last one have been overcome. 

“There is no conceivable scenario in 
which it is going to be easy,” Alan Green- 
span, Fed chairman from 1987 to 2006, 
said at a panel discussion in Washington 
on May 19. 

The critics of Fed policy range from 
economist Paul Krugman and hedge 
fund manager Ray Dalio, who believe 
the central bank shouldn’t be raising 
rates at all, to people such as John Tay- 
lor of Stanford University, who says the 
rate hikes should have started about 
a year ago. “It’s overdue,” says Taylor, 
who would probably be a candidate for 
Yellen’s job should a Republican win 


Yellen was an adviser to President Bill 
Clinton in the 1990s, when Robert 
Rubin, center, was at the Treasury. 

the White House in 2016. (See box on 
page 44.) 

Sniping from her fellow economists 
doesn’t particularly faze Yellen. She’s 
used to such vigorous debate, both in- 
side the Fed and from her time as a 
professor. 

What worries her more are attempts 
by lawmakers to impose new curbs on 
the Fed, arguing it overstepped the 
bounds during the financial crisis and 
is being reckless with its easy money 
now. Lawmakers, most notably Republi- 
can Senator Rand Paul, who is running 
for president, propose congressional au- 
dits of Fed monetary policy. And an odd- 
couple alliance of liberal Massachusetts 
Democrat Elizabeth Warren and Tea 


Party Republican David Vitter of Lou- 
isiana champions a Senate bill further 
restricting the central bank’s power to 
lend money during financial emergen- 
cies— an ability that some Fed officials 
fear was already curbed too much by the 
Dodd-Frank law in 2010. 

Yellen is vehement that central banks 
make the best monetary policy deci- 
sions when they have independence. 
“I feel very strongly about that,” she told 
reporters in March. 

If all the external pressure isn’t 
enough, the economy itself is a puzzle, 
raising questions about the Fed’s abil- 
ity to restore American prosperity on its 
own with little help from the lawmak- 
ers who control fiscal matters. The U.S. 
has grown just 2.2 percent per year since 
the end of the Great Recession in June 
2009, well below the 3 percent pace of 
the decade prior to the financial crisis. 
Inflation has remained stubbornly be- 
low the Fed’s 2 percent goal. The Fed’s 
lax stance has proved to be a power- 
ful tonic for financial markets, fan- 
ning fears that, to borrow a Greenspan 
phrase, irrational exuberance is boost- 
ing asset values. 

S O THE DIMINUTIVE, WHITE- 

haired Yellen, who looks a bit like 
a kindly grandmother (though she 
doesn’t actually have grandkids), has to 
be the tough guy who will soon start rais- 
ing rates, even as risks to the economy 
persist. At first blush, it seems paradoxi- 
cal that Yellen has been cast in this role. 
She’s known as a dove who favors easy 
money to boost employment, putting 
her at the opposite end of the spectrum 
from the hawks who keep a sharp eye on 
inflation and raise rates more quickly. 
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Much of Yellen’s academic research 
focused on the labor market, and she 
traces her devotion to this topic in part 
to hearing members of an older gener- 
ation tell of their struggles during the 
Great Depression. “I didn’t live through 
it, but my parents grew up during 
it,” she said in a 2011 interview with 
Bloomberg. 

Still, colleagues say she recognizes 
there is just so much the Fed can do to 
help the less well off. She’s shown a will- 
ingness during her time at the Fed to 
tighten credit when she thought it was 
needed to keep inflation in check or, in 
monetary jargon, foster price stability. 

“Every central banker I know treats 
price stability as a very central responsi- 
bility,” says Ben Bernanke, her predeces- 
sor as Fed chairman. “She’s no different 
in that respect.” 

I T WAS UNDER BERNANKE, IN 

charge from 2006 to 2014, that the 
current era of central banker preem- 
inence began. As financial markets froze 
and the global economy teetered on the 
brink of collapse, the Fed stretched the 
limits of the law to keep credit flowing. 
With President Barack Obama and the 
Republican-led Congress at loggerheads, 
the Fed found itself to be the only game 
in town in nurturing a hesitant recovery. 
It bought trillions of dollars of bonds, the 
strategy dubbed quantitative easing. 


Conservatives condemned QE as 
back-door financing of Obama’s bud- 
get deficits. Liberals, while lauding the 
effort to foster growth and jobs, com- 
plained that the rich were getting richer 
as cheap Fed money inflated financial 
markets. 

In fact, the bond buying has had far 
less economic impact than its support- 
ers— or critics— expected. The current 
economic recovery has been the slow- 
est since World War II, with growth con- 
sistently falling short of the Fed’s own 
projections. The almost complete lack 
of inflation, meanwhile, runs counter 
to some dire warnings. In 2010, two 
dozen prominent economists and 
money managers wrote in an open let- 
ter to Bernanke that QE must be aban- 
doned to keep prices from getting out 


Yellen and husband George Akerlof 

taught at UC Berkeley, where an old 
photo of her is on an office wall. In 
2001, they celebrated his Nobel prize. 


of control and avoid debasing the cur- 
rency. In fact, inflation has been be- 
low the Fed’s target of 2 percent for 39 
straight months. 

What’s rising are deflation fears. 
Dalio, the founder of Bridgewater As- 
sociates, the world’s largest hedge fund 
firm, sees a threat of “deflationary con- 
tractions” worldwide. He predicts the 
Fed will have to flood the economy with 
more cash next year to protect the U.S. 
The dollar, defying the doomsayers of 
2010, has soared. 

One bright spot: the labor market. 
The U.S. jobless rate has fallen faster 
than Fed officials expected and, at 5.1 
percent as of August, is roughly 
what many of them consider 
to be full employment. That’s 
a big reason some are itching 
to increase rates. But there’s an 
anomaly here, too. The improve- 
ment in the job market— unem- 
ployment cut almost in half in 
six years— hasn’t done anything 
for most workers’ wages. 

In sum, nobody has ever 
faced a situation like this before. 
“There are a lot of uncertainties 
out there,” says Donald Kohn, 
who served as vice chairman of 


'We have been receiving 
advice from a large 
number of economists 
and interested groups/ 
Yellen said with a grin. 
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the Fed from 2006 to 2010. “We’re in un- 
charted waters as far as policy and the 
economy are concerned.” 

Y ELLEN’S LONG PATH TO THE 

top of the Fed began in Bay Ridge, 
Brooklyn, a working-class neigh- 
borhood where her father hung out his 
shingle as a young doctor during the 
Great Depression. Her mother, who 
taught elementary school until her own 
children arrived, handled the family fi- 
nances and followed the stock market- 
traits Yellen has said probably spurred 
her interest in economics. 

Yellen was a star student at Fort Ham- 
ilton High School, scooping up prizes 
in math, science, and English, and be- 
came class valedictorian. After graduat- 
ing from Pembroke, Brown University’s 
women’s college, she earned a Ph.D. in 
economics at Yale University in 1971. 

There, she studied under James To- 
bin, a towering figure in economics and 
strong advocate for government inter- 
vention in the economy. Tobin, who 
served as an adviser to President John 
F. Kennedy and was awarded the Nobel 
Prize in 1981, became Yellen’s most sig- 
nificant mentor. 

Yellen was so meticulous in taking 
notes during Tobin’s macroeconomic 
class that they ended up as the unoffi- 
cial textbook for future grad students. 
Such thoroughness is her hallmark to 
this day, so much so that one of her col- 
leagues has gently ribbed her that she 
spends too much time preparing for 


public appearances. Her reply: That M.O. 
has served her well over the years, help- 
ing her keep calm and deal with the un- 
expected when it arrives. 

In many ways, Yellen has been pre- 
paring to be Fed chair her entire career. 
Over a total of roughly 15 years starting 
in 1977, she held a variety of Fed posts: 
as an economist in Washington, as a gov- 
ernor, as president of the San Francisco 
Fed until 2010, and then as vice chair un- 
der Bernanke. She was chairman of Pres- 
ident Bill Clinton’s Council of Economic 
Advisers in the late 1990s. She assumed 
the top Fed job in February 2014. 

“She had way more experience at the 
Fed than any other previous chairman,” 
says Bernanke. 

It was during her first stint at the Fed 
that Yellen met economist and future 
Nobel laureate George Akerlof; they 
were married in 1978. The two ended up 


Yellen was a Fed governor under Alan 
Greenspan. In 2010, Ben Bernanke 

swore her in as his vice chair, right. 

on the faculty of the University of Cali- 
fornia at Berkeley, where they collab- 
orated on research that helped set the 
foundations for New Keynesian eco- 
nomics, a response to the New Classical 
ideas popular in the 1970s that ques- 
tioned the efficacy of economic policies 
and championed unfettered markets. 
The New Keynesians put more empha- 
sis on market failures and embraced 
a more important role for government in 
managing the business cycle; their ideas 
dominate central bank thinking today. 

Yellen puts her experience to use in 
trying to forge a consensus within the 
central bank. Before every FOMC meet- 
ing, Yellen spends hours one-on-one, 
trying to understand fellow policy mak- 
ers’ views. “She calls around beforehand, 
sometimes twice,” says Richard 
Fisher, who stepped down as Dal- 
las Fed president in March after 
10 years. 

Yellen and the more hawkish 
Fisher didn’t see eye to eye on 
policy, but he says conversations 
with her were productive. She 
didn’t try to argue him over to 
her side. Hearing him out, she’d 
suggest other factors affecting the 
economy that he might consider. 
Fisher says there were times, as 
a result, when he did not dissent 
from the Fed’s decisions but in- 
stead sought to get the language 


The Fed should not be 
responding to the ups 
and downs of the 
markets/ Yellen said. 
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of the accompanying statement more 
to his liking. 

Yellen, as Bernanke did, lets other 
policy makers speak in an FOMC 
meeting before summing up their 
views and presenting her own. Fisher 
says she’s taken that tactic a step fur- 
ther, drawing on copious notes to 
summarize not only what’s been said 
but who’s said it. 

“She’s very careful to listen to ev- 
erybody, to take in everybody’s po- 
sitions,” says Chicago Fed President 
Charles Evans. 

When policy makers look at lon- 
ger-term issues, such as changes to 
their communications strategy, Yel- 
len lets discussions play out over 
a number of meetings. What at first 
seems like a passel of competing 
views is gradually boiled down to 
something most can either support 
or accept, says John Williams, who 
succeeded Yellen as president of the 
San Francisco Fed in 2010. “I think 
it’s a very effective strategy,” he says. 

“You chew it over, you chew it over, 
and chew it over again until you can’t 
stand it anymore,” Charles Plosser 
says jokingly. He stepped down as pres- 
ident of the Philadelphia Fed in March. 
He cites as a case in point the long-run- 
ning deliberations over the mechanics of 
managing a rate hike at a time when the 
banking system is awash in cash. “That 
discussion has been going on for two 
years at least,” he says. 

And then there’s what Fisher re- 
fers to as Yellen’s “puckish sense of hu- 
mor,” which helps her win people over. 
In March, in his last speech as head of 
the Dallas Fed, Fisher made a somewhat 
complicated comparison of Yellen to the 
early Hollywood sex symbol Mae West, 
who famously said, “I generally avoid 
temptation unless I can’t resist it.” His 
point was that the Fed must not suc- 
cumb to temptation to put off that first 
rate hike. “I think I am safe in saying that 
Janet Yellen is no Mae West,” he said. 

Rather than being offended, Yellen 
responded at a reception to mark Fish- 
er’s leaving the Fed with her own famous 
Mae West line, saying Fisher should 
come up and see her sometime. 

Yellen firmly believes the Fed functions 
best when all views are heard. “Listening 
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Mr. Whatever It Takes 


AT THE HEIGHT OF THE EURO-ZONE CRISIS in July 2012, as sovereign bond 
yields soared, Draghi, the European Central Bank President, delivered the line 
that has become the ultimate proof of the power of a central banker’s words: 
“Within our mandate, the ECB is ready to do whatever it takes to preserve the 
euro. And believe me, it will be enough.” 

He was making the most of the fact that investors put great weight on mon- 
etary officials’ every utterance— something Janet Yellen, in her way, has done 
too. Where Draghi differs from his Fed counterpart is that he spoke off the cuff. 
The whatever-it-takes comment was impromptu, not part of a carefully cali- 
brated communications strategy. No one can accuse Draghi of being too timid. 

His boldness has won Draghi enemies. In Germany, in particular, oppo- 
nents of easy monetary policy are lined up against him. But he nevertheless 
managed to push through Europe’s quantitative easing program, which began 
in March, after months of diplomacy and alliance building. 

In January, after the meeting of his governing council that approved 
his QE plan, the modest Italian banker was spotted flying home in econ- 
omy class, relaxing with a game on his iPad. Playing what? Chess, of course. 

JEFF BLACK 


to others, especially those with whom we 
disagree, tests our own ideas and beliefs,” 
she said in a May 2014 speech. Yellen de- 
clined to comment for this story. 

Such openness, though, doesn’t mean 
Yellen is a pushover. She takes the lead 
in internal deliberations when neces- 
sary. “We all know that Janet Yellen is 
the chair of the Federal Reserve,” Wil- 
liams says. “She’s the person clearly 
we’re looking to for direction and guid- 
ance on key issues and key strategies.” 

Alan Blinder, a former Fed vice chair. 


'She knew how to talk 
to markets. She knew 
how to talk to the 
public,’ Bernanke says. 
'Her learning curve 
wasn't quite as steep.' 


describes her manner this way: “Janet 
has the important ability to disagree 
without being disagreeable.” 

Her extensive experience has bene- 
fited Yellen in her public role as the Fed 
spokesperson, according to Bernanke. 
From the start, he says, “she knew how 
to talk to markets. She knew how to talk 
to the public. Her learning curve wasn’t 
quite as steep.” Bernanke is now a distin- 
guished fellow with the Brookings Insti- 
tution and an adviser to Chicago hedge 
fund firm Citadel. 

Still, Yellen did make a slip 
early on when she suggested 
during her first press conference 
as chair that the Fed could begin 
raising rates around six months 
after ending its bond buying. The 
off-the-cuff remark spooked in- 
vestors into thinking that lift- 
off might come in the first half of 
2015, earlier than expected. 

The Fed chief sought to undo 
the damage later in the month by 
promising in a speech to keep the 
Fed’s “extraordinary” support for 
the economy in place for “some 
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— .John Taylor 

He Wrote the Rule the Fed Isn’t Following 

THE STANFORD UNIVERSITY PROFESSOR is a brand name in the monetary pol- 
icy world. In 1993, Taylor came up with a relatively simple equation relevant to 
central bank benchmark rate decisions. The formula describes the interrelation 
among inflation, an inflation target, and current economic output versus its po- 
tential. It’s known today as the Taylor rule. 

Most central bankers talk up the utility of Taylor’s monetary tool; Yellen praised 
it as a sensible guide back in 1995, when she was a Fed governor under Alan Green- 
span. But that’s not the same thing as strictly adhering to it. 

Taylor himself reckons the benchmark federal funds rate should be as much 
as 1.5 percent today, though he doesn’t advocate moving there right away be- 
cause it would shock the economy. Yellen argues that the U.S., still facing head 
winds stemming from the Great Recession, requires cheaper money. 

RICH MILLER 


time to come.” Coupled with reassuring 
comments by other policy makers, the 
Fed chair’s pledge succeeded in calming 
investor fears. 

Under Bernanke, Yellen helped the 
Fed overhaul its communications strat- 
egy. (See “Policy Makers: Janet Yellen,” 
October 2012.) Transparent explanation 
of monetary goals can itself be a policy 
tool, especially when rates are near zero 
and there’s no room for further cuts. 

Yellen is no stranger to Fed credit- 
tightening cycles. As a member of the 
FOMC, she played a role when the central 
bank raised interest rates in 1994 to 1995 
and 2004 to 2006. Neither episode went 
as well as hoped for. 

While the 1994-to-1995 increase, 
which unfolded under Greenspan’s 
leadership, is viewed within the central 
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bank as a success— it led to a soft land- 
ing of the economy, paving the way for 
six more years of growth— it neverthe- 
less had costly side effects. There was 
carnage in the bond market as the Fed 
sporadically jacked rates higher. Seeking 
to avoid the turbulence of that period, 
Greenspan’s Fed adopted a different ap- 
proach in 2004 to 2006, raising rates in 
carefully calibrated, quarter-point in- 
creases for 17 straight meetings. This ap- 
proach did avoid roiling markets. Yet in 
retrospect, many Fed watchers think the 
plodding, predictable strategy led to ex- 
cessive risk taking and contributed to the 
bubble in the housing market. 

This time around. Fed officials have 
signaled they’ll try to strike a balance 
among the methods used in previous 
tightenings. They promise to let their 


decisions be driven by the economic 
and financial data. While steering clear 
of the metronomic rate increases of a de- 
cade ago, the Fed will attempt to provide 
investors with enough information that 
they’re not caught by surprise. 

For now, the main point Yellen and 
her fellow policy makers have been try- 
ing to communicate is that rate hikes, 
once they begin, will be very gradual. 

Y ELLEN AND HER COLLEAGUES 

have described what they’re try- 
ing to do this time as the “nor- 
malization” of monetary policy. But that 
bland phrase belies the difficulties and 
dangers that lie ahead. 

For one thing, the Fed doesn’t have 
the same ability it’s had in the past to 
control the key interbank rate through 
which it promulgates its policies in 
the financial system and the economy. 
Banks have more than $2.5 trillion in ex- 
cess reserves— funds beyond what they 
need to hold to meet regulatory mini- 
mums— parked at the Fed. So they have 
relatively little need to use the over- 
night interbank market. What’s more, 
some of the cash that QE pumped into 
the economy now sits in money market 
funds, where the interbank rate has no 
influence. The central bank has exper- 
imented with technical solutions de- 
signed to address this. 

Also, the Fed is trying to tighten while 
much of the rest of the world is easing. 
Central bankers in the euro area, Japan, 
and China are seeking to boost their 
economies with monetary medicine. 
That complicates the Fed’s decisions by 
driving the dollar higher, which can hold 
down already-too-lowU.S. inflation. 

Yellen, though, seems determined to 
press ahead. One of the other times that 
Yellen appeared a bit amused at the Sept. 
17 press conference came when a reporter 
asked if she worried that perhaps the Fed 
couldn’t escape from near-zero rates. Af- 
ter all, the September rate hike had been 
scuttled by global events, the questioner 
said. What if surprises keep coming? Yel- 
len dismissed the idea as highly unlikely. 
“That’s not the way I see the outlook or 
the way the committee sees the outlook,” 
she said. So, it’s liftoff soon. How exactly 
the next era in Fed policy will play out is 
probably the better question. e u 


Tracking Rate Expectations 

To see how markets around the world are pricing in interest rate moves, you can use 
the Market Implied Policy Rates (MIPR) function. Type MIPR <Go> on the Bloomberg 
Professional service. The Implied Policy section of MIPR shows a country’s benchmark 
rate that’s implied at various tenors along the yield curve. To track implied probabilities 
of rate changes, type WIRP <Go> for the World Interest Rate Probability function. To 
download a spreadsheet that graphs the U.S. Federal Reserve’s dot plot, type XLTP 
XDOTS <Go> 1 <Go>. For Bloomberg Intelligence economic analysis, type Bl ECON 
<Go>. For Fed-related data, news, and research, type FED <Go>. jon asmundsson 



Seeking liquidity 
and yield 
in one place? 


Rethink your approach to fixed income 
with a leader in bond ETFs. 


iShares ETFs offer the most options for accessing 
the yield curve. 1 Get the exposure you want 
combined with flexibility, cost effectiveness and 
liquidity. Call our dedicated institutional team to 
learn more at 1-800-743-9285, visit iShares.com 
ortype ISHA <G0> 


iShares 


HYG 

LQD 

EMB 


iShares i Boxx $ H igh Yield 
Corporate Bond ETF 


iShares iBoxx$ Investment 
Grade Corporate Bond ETF 


iShares J.P. Morgan USD 
Emerging Markets Bond ETF 


by BLACKROCK* 


BlackRock is trusted to manage more money than any other investment firm in the world . 2 


1. Morningstar, as of 5/31/15. Based on number of fixed income ETFs offered. 2. Based on $4.7T in AUM as of 6/30/15. Carefully consider the Funds’ investment objectives, 
risk factors, and charges and expenses before investing. This and other information can be found in the Funds’ prospectuses or, if available, the 
summary prospectuses, which may be obtained by visiting www.iShares.com or www.BlackRock.com. Read the prospectus carefully before 
investing. Investing involves risk, including possible loss of principal. Fixed income risks include interest-rate and credit risk. Typically, when interest rates rise, there is 
a corresponding decline in bond values. Credit risk refers to the possibility that tne bona issuer will not be able to make principal and interest payments. Non-investment-grade debt securities 
(high-yield/junk bonds) may be subject to greater market fluctuations, risk of default or loss of income and principal than higher-rated securities. International and emerging markets investments 
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Q Xi SJinplng 


President of China 

It wasn’t the rout in Chinese stocks per se that 
triggered the global selloff in late August but 
rather the realization that government steps to 
halt the turmoil weren’t working. The financial 
world is waiting on Xi and his Communist Party 
colleagues to show they still have the right touch 
to run the second-biggest economy. 


Larry Fink 


Co-founder, BlackRock 

“Thu effects of the short- 
term ist phenomenon iire 
troubling both to those 
seeking to save for long- 
term goals such £ls retire- 
ment and for our broader 
economy* w 

—Tram flnfc'a April teeter Co CEOs, part of his 
flflfj-flctrirtsf campaign, backed by fite firm's 
$4.7ifittian under rttafN^r™*nt 




Cook 


Apple Market Cap (in billions) 
$800 - 



1/2011 9/2015 


Since founder Steve Sobs 
went on medical leave in 
January 2011 and the less 
famous Cook took over, the 
company’s market cap has 
doubled, making Apple the 
world's most valuable cor- 
poration; profit has soared; 
cash has piled up; and the 
company's influence has 
continued to accrue. 



Warren Buffett 

See page 71. 


Barack Obama 

President of the United States 

Even as a lame duck, he has cut a deal with Iran 
that could open that nation to global business 
for the first time in a generation and moved 
ahead on a climate change agenda that’s helped 
push the U.S. coal industry to the brink. 



Carl icahn 


Chairman, Icahn Enterprises 

The activist investor 
w tweets on Tune 24 
Pn that he sold the last 
q of his Netflix stake, 

a and the shares dive. 

3 

Icahn's Esti- Intraday swing 
in mated profit Ui In NetfUr on 
D Jfetfi ix shares! news of his exit! 

u $1,6 Billion -2.7% 
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Sotheby's 

INTERNATIONAL REALTY 





ELBOW CAY, ABACO, BAHAMAS 

Coconut Grove. A 2.8 acre estate with 6 BR in 3 buildings. 
Panoramic ocean views, pool, gym, tennis court and landscaped. 
2 adjacent waterfront lots incuded. WEB: 24162. 

Price upon request. George.Damianos@SothebysRealty.com 

Damianos Sotheby’s International Realty 
+1 242.424.9699 | SIRbahamas.com 



ABACO, BAHAMAS 

Gumelemi Cay. Private island, 8 acres with 3 private beaches part 
of the Bakers Bay Golf & Ocean Club community. Just a 1 min 
boat ride to golf, fine dining and more. WEB: 25EWS7. 
$ 17 , 900,000 US. George.Damianos@SothebysRealty.com 

Damianos Sotheby’s International Realty 
+1 242.424.9699 | SIRbahamas.com 


PARADISE ISLAND, BAHAMAS 

Ocean Club Estates. 121’ private white sand beach, 6 BR, ensuite 
baths. Smart home. Gated community with golf, beach club and 
resort amenities. WEB Z8LNGV. Price upon request. 
Monty.Roberts@SothebysRealty.com 

Damianos Sotheby’s International Realty 
+1 242.424.4944 | SIRbahamas.com 


PRESCOTT, AZ 

Stunning, forever views, impressive air quality, LEEDs Certified 
Smart Home. This Tuscan style green energy efficient residence 
offers GEO thermal heating & cooling, solar power, indoor pool, 
exquisite upgrades & amenities. $ 12 , 450 , 000 . Frank Aazami. 

Russ Lyon Sotheby’s International Realty 
+1480.266.0240 | LEEDCertifiedResidence.com 



ST. HELENA, CA 

This 7 BR, 9 full & 3 half bath estate occupies a 21+ acre hilltop 
with unsurpassed views of the wine-producing region of the 
Napa Valley. Pool, spa and quintessential resort living. 
$ 28 , 000 , 000 . Bill Bullock and Lydia Sarkissian. 

Decker Bullock Sotheby’s International Realty 
+1415.517.7720 | 101RutherfordHill.com 



WALDOBORO, ME 

18th century expanded Cape with large barn on 23+ acres & 
frontage on both Back River Cove and The Narrows. Needs 
restoration. Possibility of creating two 5-acre waterfront building 
lots. $ 1 , 500 , 000 . Dennis Gleason & Linda Painter. 

Legacy Properties Sotheby’s International Realty 
+1207.446.6394/207.592.3214 | legacysir.com 



NEW YORK, NY 

Magnificent 17,232± sf Beaux Arts Mansion offers an opportunity 
to re-imagine a substantial private residence in Manhattan. 

WEB: 00110129. $ 42 , 250 , 000 . Nikki Field & Patricia A. Wheatley. 

Sotheby’s International Realty 

East Side Manhattan Brokerage 

+1 212.606.7669/606.7613 | sothebyshomes.com/nyc 


/ 



NEW YORK, NY 

Perched high atop Walker Tower sits this spectacular duplex with 
4,871± sf of impressive interior space and 2 stunning terraces. 
WEB: 00110267. $ 34 , 000 , 000 . Chris Poore & Serena Boardman. 

Sotheby’s International Realty 

East Side Manhattan Brokerage 

+1 212.606.7676/606.7611 | sothebyshomes.com/nyc 



EXUMA CAYS, BAHAMAS 


Saddleback Cay. Private island 47 acres, with protected deepwater 
harbour easily accessible from the Atlantic side. 7 beaches and 
elevations up to 90’. WEB: C3CERR. $ 1 1 , 800,000 US. 
George.Damianos@SothebysRealty.com 

Damianos Sotheby’s International Realty 
+1 242.424.9699 1 SIRbahamas.com 



SURPRISE, AZ 

Spectacular property for the Equine lover or fantastic development 
opportunity. Main house features 4,500 sf , 5 BR, 3 baths, home 
office, open kitchen/family room, bonus/game room. Property is 
being offered with 3 parcels. $ 3 , 500 , 000 . Frank Aazami. 

Russ Lyon Sotheby’s International Realty 
+1 480.266.0240 | 15AcreDevelopmentOpportunity.com 



EAST HAMPTON, NY 

Lily Pond Lane estate area. 10,000± sf mansion with 200’ of ocean 
frontage. 8 en-suite BR, sun/game room, library, formal dining, 

6 fireplaces and heated gunite pool. Private path to beach. 

WEB: 0043944. $32,500,000. Rebekah Baker and Edward Petrie 

Sotheby’s International RealtyEast Hampton Brokerage 
+1 631.907.8468/8442 | sothebyshomes.com/hamptons 



NORTHEAST WASHINGTON STATE 

Buck Quarter Ranch on 900 acres with a private 150 acre lake, 
waterfall, 12,000 sf log home, spa & 8,000 sf pool pavilion, open 
pastures & paddocks & equestrian barn. It has all the amenities 
befitting a world-class resort. $ 24 , 000 , 000 . Cindy Bond. 

Realogics & Tomlinson Sotheby’s International Realty 
+1 208.255.8360 | BuckQuarterRanch.com 


© MMXV Sotheby’s International Realty Affiliates LLC. a Realogy Company. All Rights Reserved. View ofAuvers, used with permission. Sotheby’s International Realty ® is a registered 
trademark licensed to Sotheby’s International Realty Affiliates LLC. An Equal Opportunity Company. Equal Housing Opportunity. Each Office is Independently Owned and Operated. 
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His Bank Leads the World 
in M&A This Year 


Because Lloyd Blankfein came from the 
fixed-income-trading ranks, some investment 
bankers worried that his rise to the CEO job 
wouldn’t bode well for their part of the firm. 
Fast-forward a decade, and it’s clear that such 
fears were misplaced. Goldman Sachs has 
opened a historic lead on its investment bank- 
ing rivals, advising on more than $760 billion 
of completed deals in the first eight months 
of this year, while its nearest competitor was 
under $500 billion. Goldman worked on six of 
the seven biggest deals that closed in that pe- 
riod. The bank generated $1.78 billion of advi- 
sory revenue in the first half, double Morgan 
Stanley’s total and more than quadruple that 
of Credit Suisse Group. 

Blankfein, 61, has stayed committed to 
the trading, underwriting, and advisory of a 
full-service investment bank in the aftermath 
of the global financial crisis. His stay-the- 
course, think-long-term mantra has helped 
Goldman avoid the turmoil that has hobbled 
some large European banks that used to com- 
pete with him more aggressively. Goldman 
grabbed 30 percent of global merger advisory 
revenue in the first half of this year among the 
eight biggest banks, the largest share any firm 
has won in any six-month period since at least 
2006, according to data from Bloomberg Intel- 
ligence. Investment banking dominance has 
helped Blankfein keep Goldman’s return on 
equity, which was 9.7 percent in the first half of 
this year, ahead of most global banks even as 
the trading business limps along, hurt by cap- 
ital rules, regulatory changes, and lack of mar- 
ket volatility (at least until recently). 

It may be risky to extrapolate, even with 
such a large lead, given how league table rank- 
ings can be swung by the timing of deals and 
client selection. And this year has brought the 


retirement of a handful of the top dealmak- 
ers who kept Goldman on a stable footing as 
it faced reputational issues in the aftermath 
of the financial crisis. Still, if the M&A boom 
has plenty of room to run— the firm’s execu- 
tives and analysts say it does— is there another 
bank that’s likely to benefit more? 

Blankfein deflects the issue of when he 
might leave, joking that he’s heard that ques- 
tion since day one. For now, he’s at the top of 
his game and seems to be enjoying the job as 
he leads the bank that made him a billionaire. 

MICHAEL J. MOORE 



Lloyd 

Bla’nkfeiii 


CEO, 

GOLDMAN 

SACHS 


ILLUSTRATION BY BRIAN STAUFFER 


IVY ASSET STRATEGY FUND (WASAX) 


Led by Innovation. 
Shaped by Insight. 

Since its inception, Ivy Asset Strategy Fund has been an innovator in global asset 
allocation. It doesn’t chase trends. It doesn’t hug indexes. Instead, by blending 
the collective insights of our investment organization, it has the power and flexibility 
to act on opportunities wherever they may be. Through this process, the Fund has 
delivered competitive long-term results to investors for nearly 20 years — proving that 
enduring performance comes from looking ahead, not rehashing the past. 

Learn more at ivyfunds.com. 


IVYFUNDS.COM 
FACEBOOK.COM/IVYFUNDS f} 



Investors should consider the investment objectives, risks, charges and 
expenses of a fund carefully before investing. For a prospectus containing 
this and other information for the Ivy Funds, call your financial advisor or 
visit us online at www.ivyfunds.com. Please read the prospectus or 
summary prospectus carefully before investing. 

Past performance is not a guarantee of future results. The value of the Fund's 
shares will change, and you could lose money on your investment. The Fund may 
allocate from 0-100% of its assets between stocks, bonds and short-term 
instruments, across domestic and foreign securities, therefore, the Fund may 
invest up to 100% of its assets in foreign securities. International investing 


involves additional risks, including currency fluctuations, political or economic 
conditions affecting the foreign country, and differences in accounting 
standards and foreign regulations. These risks are magnified in emerging 
markets. Fixed income securities are subject to interest rate risk and, as such, the 
net asset value of the Fund may fall as interest rates rise. Because the Fund may 
concentrate its investments, it may experience greater volatility than an 
investment with greater diversification. These and other risks are more fully 
described in the Fund's prospectus. 


IVY FUNDS DISTRIBUTOR, INC. 22174-AS-IN (1 1/15) 
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Angela 

Merkel 


GERMAN CHANCELLOR 


Mutti Matters Most in Europe 


After 10 years in power, she can live with her nickname, Mutti, 
German for Mommy. And in this summer’s Greek bailout 
negotiations, she was the adult in the room, looked to for the 
final decision you would have to abide by, like it or not. On 
European issues, it’s her views that matter most, and others 
stake out their positions relative to what Merkel’s doing. 


50 


She J s Clever 


“Angela Merkel 
is by far the most 
astute politician 
in Europe. There is 
no doubt about it.” 

YANIS VAROUFAKIS, 

FORMER GREEK FINANCE 
MINISTER 


ILLUSTRATION BY 

EVGENY PARFENOV 


Generous 

"To avoid risking 
a breakup with France, 
Angela Merkel had 
togivein.Tsiprasgota 
pretty good deal out 
of that. These 
decisions show once 
and for all that the euro 
zone will turn into a 
‘transfer union.'” 

HANS-WERNER SINN, 

PRESIDENT, IFO INSTITUTE 
FOR ECONOMIC RESEARCH 


Stingy 

“Europe, she declared, 
should emulate the 
famouslythrifty 
Swabian housewife. 
This was a prescription 
forslow-motion 
disaster.” 

PAUL KRUGMAN, 

NEW YORK TIMES COLUMNIST 


Smart 


“She both understands 
the big picture and 
is very well versed in 
the minute detail. On 
top of that, she has 
been able to steer a 
Germany which has 
made a comeback 
economically and 
politically.” 

ALEXANDER STUBB, 

FINNISH FINANCE MINISTER 




THe Ryder Cup logo i,s a trademafk owned by The Pfctessidnsl Golfers - Assoc i alien dF America. This malarial |g not ini ended is an offer ID teller & solicitation dF an csffe-r Eo buy any Security, and docs net 
tcmtfilute Inveslment advice, Standard Life Investments (USA) Limited and Standard Life Investments (Corporate Funds) Limited ate belli neglsleted as an Investment Adviser wrlh the US Securities and 
Esthfcn-pe Commission. Standard Life Investment Limited is- rEgiStered In Gotland (SCiajUll) *t i Ge&fgE Street, £pin burgh £Ha iLL Standard Life Investments UmLted and Standard Life Investments 
(Corporate Funds') Limited are authorized and regulated in the U.K. hy (tie Financial Conduct Authority, © 2015 Standard LIFe„ images reproduced under licence. 


Equities ■ Fixed Income ■ Real Estate ■ Multi-asset * Private Equity 

This commurt Nation is for US instltulfonaE tnvestors only 


Standard Life 
Investments 


Identifying and converting potential can be challenging, 
especially in volatile markets, it requires conviction, 
discipline and a focus on the long-term. 


At Standard Life Investments, we understand the value 
of potential. 


With expertise across a wide range of asset classes, backed 
by our distinctive Focus on Change investment philosophy, 
we constantly think ahead and strive to anticipate change 
before it happens. 


The value of an investment can fall as well as rise and is 
not guaranteed. You may get back less than you put in. 
Past performance is not a guide to future performance. 


WORLDWIDE 

PARTNER 


This forward -thinking approach helps our clients look to 
the future with confidence. 


Take the long-term view today at 
us.standardlifemvestments.com 
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See company financials. Close the deal. Connect to 
your network on a secure platform — all before dessert. 
Access your Bloomberg Terminal from your laptop, 

PC or mobile device, wherever you are. 

Explore more at Bloomberg.com/anywhere. 


TERMINAL 


SECURITY 


COMMUNITY 


BE ON. ANYWHERE 
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Reid 


How does the entrepreneur-turned-venture 


investor find the next billion- dollar idea? 


Networking, networking, networking. 



v i 
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S FAR AS HIGH SCHOOL BULLIES GO, THE ONE 

tormenting Reid Hoffman was pretty relentless. 
Nearly every day for a year at the Putney School in 
Vermont, the kid found new ways to persecute his 
victim: He took the hinges off Hoffman’s dorm room 
door, threw his clothes out the window, turned his bed upside down, 
and wrote nasty notes on his wall. Hoffman, a transplant from Cali- 
fornia who spent much of his time playing Dungeons & Dragons or 
working on a Commodore in the computer lab, probably seemed like 
an easy target— an outsider who wouldn’t put up much of a fight. 



That may have been the last time any- 
one ever underestimated Reid Hoffman. 

Taking his time, Hoffman sized up his 
harasser and took note of the cliques, 
dorm politics, hierarchies, and other 
high school dynamics. And then he fig- 
ured out what to do. “I walked in to talk 
to him the first day of the next year, and 
I said, ‘Let me be clear. If one thing goes 
wrong in my room this year, I am going 
to presume it was you. I am not going 
to get evidence. I am going to presume 
it was you and break everything in your 
room.’” The kid was so taken aback by 
the unexpected show of force, he never 
touched Hoffman’s stuff again. 

Reid Hoffman— entrepreneur, ex- 
ecutive, angel investor, venture cap- 
italist, networker, power broker, and 
mediator— has built a career out of un- 
derstanding how people act and re- 
act within social systems, everywhere 
from a New England prep school to, 
well, the entire professional world. For 
more than two decades, Hoffman, 48, 
has built some of the tech world’s most 
game-changing companies. As part of 
the founding team of PayPal (aka the 
PayPal Mafia), he tapped into people’s 
insecurities about sharing credit card in- 
formation online to build a safe Internet 
payment empire that was the precursor 
to Apple Pay and other digital wallets. At 
Linkedln, the company he co-founded 
in 2002, he seized on the motivations 
of millions of ambitious, career-minded 
professionals to connect with each other 


to get ahead. Two years later, as an angel 
investor, Hoffman foresaw how a young 
Harvard undergrad’s idea to digitize col- 
lege “face books” could one day become 
a powerful tool for connecting far-flung 
friends and brokering new relationships. 
(Hoffman was among the first angel in- 
vestors in Facebook. He put in $37,500 
when the startup was valued at $5 mil- 
lion, according to TechCrunch. Today, 
its market capitalization is $260 billion.) 

“He saw the future of social earlier 
than anybody else, how it would reorder 
how people would talk to each other, re- 
late to each other,” says Herb Allen, CEO 
of Allen & Co., recalling an appearance 


by Hoffman nearly a decade ago at the 
investment bank’s annual conference in 
Sun Valley, Idaho. “It was like having Al- 
bert Einstein tell us about relativity.” 

To veterans such as Allen, Hoffman is 
part sage, part Cassandra, a guide who 
can help them understand the increas- 
ingly important technologies that have 
the potential to upend businesses and 
mint new fortunes. Now a venture capi- 
talist at Greylock Partners, Hoffman gets 
a first look at pretty much any idea that 
could have an impact on corporations 
and citizens well beyond Silicon Valley, 
from Wall Street to Shenzhen. He and his 
partners at Greylock have backed some 



COURTESY OF GREYLOCK PARTNERS (3) 


of the biggest game changers of the past 
decade, including Airbnb, Instagram, 
and enterprise software maker Work- 
day. The firm is also betting on buzzy 
up-and-comers such as video app Meer- 
kat. Docker (open-source platform), and 
Xapo, a major bitcoin bank. 

Hoffman’s own network is one of the 
best in tech. He’s part of a handful of 
interlocking groups whose members 
frequently co-invest in startups, recom- 
mend employees to one another, sit on 
corporate and nonprofit boards together, 
and regularly gather at each others’ 
homes and private conferences to hash 
out ideas that could change the world. 
Hoffman’s speed dial includes Tesla Mo- 
tors and SpaceX co-founder Elon Musk, 
fellow investor Marc Andreessen, Face- 
book COO Sheryl Sandberg, investor Pe- 
ter Thiel, and New Jersey Senator and 
fellow Stanford alum Cory Booker. 

But Hoffman’s golden Rolodex only 
partly explains his pull in Silicon Val- 
ley and beyond. In an industry full of 
big brains and big egos, Hoffman is one 
of the few people who can bring rivals 
or disparate views together. “He has the 
trust of all parties. He’s the guy people 
go to when they need someone to medi- 
ate a conflict,” says Joi Ito, co-founder of 
companies such as Digital Garage and 
Infoseek Japan and the head of MIT’s 

Reid’s world: Hoffman in conversations with, 
from left, investor Peter Thiel, inventor Elon 
Musk, and Disney chief executive Bob Iger 


Media Lab. Adds Ito: “In Silicon Valley, 
Reid is the OG.” (For anyone who has not 
listened to a rap song over the past 20 
years, that means “Original Gangster.”) 

IVE YEARS AGO, AS A 

newly minted venture cap- 
italist, Hoffman brought his 
partners at Greylock an idea 
that started a fight. Three young men 
had launched a site to help people rent 
out their spare rooms but had yet to at- 
tract many users. They were looking for 
funding. “There was a lot of skepticism, 
including from me— I thought it was 
glorified couch surfing,” says David Sze, 
Greylock’s senior managing partner, re- 
calling how he openly clashed with Hoff- 
man over the idea. 

It takes a lot to persuade Greylock’s 
partners to back a company. The partners 
and associates see thousands of pitches a 
year, and they set a high bar. The firm has 
one of the best track records in the Valley, 
with about a dozen companies valued at 
more than $1 billion in its active portfolio. 
Its partners are legends in their own right. 
Aneel Bhusri, the firm’s advisory partner, 
was a top executive at PeopleSoft and co- 
founded Workday, where he continues 
to serve as full-time CEO. John Lilly was 
CEO of Mozilla. Managing partner Sze led 
Greylock’s investments in Facebook and 
Linkedln. 

Around Greylock, the battle over its 
investment in Airbnb is famous. Sze 


argued against it: Who would want to 
let some stranger found on the Internet 
into his home? Who would want to stay? 
The idea felt sketchy, unworkable. To 
Hoffman, however, it felt like a new eco- 
nomic system. 

“For the vast majority of the middle 
class, the biggest asset they have is il- 
liquid— their residence,” Hoffman says, 
recalling the argument he used to per- 
suade his partners. He described how 
mobile phones and apps, digital cam- 
eras, and faster Internet connections 
could unlock billions of dollars pent up 
in people’s homes. He believed that this 
little “couch surfing” site could connect a 
global community of travelers and hosts, 
where online reputations mattered as 
much as in the real world. He argued 
that the financial incentives would mo- 
tivate that community to monitor itself, 
to keep each other honest. “He was evoc- 
ative of not getting stuck in what it looks 
like today, but what it could look like in 
the future,” Sze recalls. Hoffman ulti- 
mately won the debate. Greylock agreed 
to lead a $7 million round in Airbnb in 
2010. Today Airbnb is valued at close to 
$25 billion. 

OFFMAN GREW UP THE 

only child of two law- 
yers from Berkeley, Cali- 
fornia. His father worked 
with the Black Panthers. Family lore 
has him, at times, sleeping on the floor 
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of its headquarters. His parents, who di- 
vorced when he was a year old, encour- 
aged him intellectually and pushed him 
to be independent. He applied to board- 
ing school without telling them, partly 
just to see what would happen. A top stu- 
dent, he spent a lot of time reading and 
playing the fantasy game RuneQuest 
with his roommate. He was close to his 
teachers. He still remembers one long, 
late-night talk with his biology teacher 
about whether humans are essentially 
advanced robots. 

Still, it wasn’t until he got to Stanford 
in 1985 that Hoffman started figuring out 
where he fit in. He was surrounded by 
kids just like him— brainy, offbeat, ambi- 
tious. Walking the halls those days were 
future entrepreneurs such as Thiel and 
Jerry Yang, co-founder of Yahoo! Here, 
he met some of the most important 
people in his life, including his fu- 
ture wife, Michelle Yee. (The couple 
married in 2004.) 

At Stanford, Hoffman was at the 
center of a group of students who 
opted for a new major called sym- 
bolic systems, which pulled to- 
gether coursework from computer 
science, linguistics, philosophy, 
artificial intelligence, and other 
disciplines. It was tailor-made for 
Hoffman, who was not only hooked 
on technology but also interested in 
people and how they work within 
networks and systems. Hoffman 
was the eighth person to declare 
the major; it has since become to 
Silicon Valley what a Harvard MBA 
degree is to Wall Street. Symbolic sys- 
tems alums include Yahoo CEO Ma- 
rissa Mayer, Instagram co-founder Mike 
Krieger, and Scott Forstall, who helped 
build the iPhone. 

During this time, Hoffman began to 
examine how humans and machines 
connect across a range of disciplines— 
from linguistics to artificial intelligence. 
Suddenly, what started out in high 
school— his navigating cliques and dorm 
dynamics— seemed to connect to big- 
ger, broader social systems that existed 
all around the world. “I started thinking 
about the fact that what I was operating 
in was networks,” says Hoffman. He be- 
gan contemplating how to use software 
and algorithms to accelerate or enhance 


what people do naturally— try to con- 
nect to one another. 

After graduating from Stanford in 
1990, Hoffman won a Marshall Schol- 
arship to study at Oxford, where 
he spent three years studying phi- 
losophy. Silicon Valley drew him 
home. By the mid-1990s, the Inter- 
net era was heating up: Andreessen 


and Jim Clark were launching Net- 
scape, and Larry Page and Sergey 
Brin were starting Google. (Andrees- 
sen went on to start Andreessen Horo- 
witz, a leading venture firm in which 
Bloomberg LP, the parent of Bloomberg 
Markets, is an investor.) 

Hoffman, after midlevel stints at Ap- 
ple and Fujitsu, joined the entrepreneur- 
ial scrum. His idea: to use the Internet to 
connect buyers and sellers, people seek- 
ing roommates, and more, a sort of in- 
teractive classified ads section. The 
company, called SocialNet, failed, in 
part, Hoffman says, because users could 
remain anonymous, which undermined 
trust in the system. He would remember 
this lesson years later, when he launched 


Linkedln. Hoffman says he left SocialNet 
after clashing with the board about stra- 
tegic direction. 

He wasn’t out of a gig for long. In 2000, 
as Hoffman was wrapping up at Social- 
Net, his friend and Stanford classmate 
Thiel asked him to join his startup, Pay- 
Pal. The company had one big customer, 
EBay, which encouraged its buyers and 


Tales of Hoffman, clockwise from top left: as 
a child in California, at the Putney School in 
Vermont, at Oxford on a Marshall Scholarship, 
and as a Stanford undergraduate 

sellers to use PayPal in lieu of credit card 
transactions. But EBay also had acquired 
Billpoint, a competing payment system. 
“Peter’s mission to me was, ‘Make sure 
EBay will not block us from the plat- 
form,”’ recalls Hoffman. 

Hoffman says he remembers thinking 
about how EBay’s top sellers— who were 
using PayPal to run their auctions— could 
help apply pressure on EBay. He reached 
out to mom-and-pop auctioneers, many 
of whom made it clear that they would 
raise a riot over losing access to PayPal. 
EBay eventually nixed Billpoint and, in 
2002, bought PayPal for $1.5 billion. EBay 
confirms Hoffman’s efforts to “rally the 


COURTESY OF REID HOFFMAN (4) 
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community effectively.” 

Hoffman is, by all accounts, a mas- 
ter tactician. Friends say he’s almost un- 
beatable at Settlers of Catan— a board 
game popular in Silicon Valley in which 
players compete to build new societ- 
ies within an imaginary world. Those 
who have worked closely with him 
say he has an uncanny way of reading 


people, figuring out what makes them 
tick. “You’d be in a meeting with Reid, 
and he would have this ability to X-ray 
the motives people have,” says Thiel. 

In 2002, Hoffman assembled a team of 
ex-SocialNet and PayPal colleagues to start 
Linkedln. The professional network- 
ing site was not an immediate success. 
At first, very few people were willing to 


post their resumes on an untested site. 
The company almost failed in its first 
year. But Hoffman had learned an im- 
portant lesson from SocialNet. To survive, 
Linkedln had to find ways to motivate us- 
ers to post accurate information, to be- 
come what it now calls “the professional 
profile of record.” Hoffman understood 
that people would be willing to provide 
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information about themselves in order to 
connect with peers, especially if it could 
lead to better jobs or professional advance- 
ment. Linkedln now has over 380 million 
users globally. It is valued at $25 billion. 

— OW DOES A FOUNDER 

H score a meeting with one 
of Silicon Valley’s most 
sought-after investors? By 
networking, of course. “The first meet- 
ing is always on reference,” says Hoff- 
man, which means an entrepreneur 
needs to work his or her connections to 
find someone to broker an introduction. 

Hoffman says he can quickly sort 
ideas and companies into a few buckets. 
In about 30 percent of cases, he muses, 
“you go, ‘This is interesting and I would 
like to know more.’” In another 30 per- 
cent of situations, it is harder to tell: 
“Kind of maybe this is useful, but I don’t 
have any good data. And then there is 30 
where the answer is no.” 

And in 10 percent of cases, Hoffman 
gets really excited. Last year, one of Hoff- 
man’s partners suggested he meet an ex- 
ecutive who’d just left his job at one of the 
world’s largest tech companies and was 
trying to figure out his next move. The 
two met for sushi, and, almost immedi- 
ately, Hoffman sensed something big in 
the ambitious techie sitting across from 
him. “You could tell right away he was 
a huge talent,” says Hoffman. That din- 
ner turned into more conversations and 
ultimately an idea for a new company. 
Hoffman acknowledges that the scheme 
could change the world or flame out, but 
Greylock is now incubating it in stealth 
mode (Silicon Valley speak for top secret) 
and can’t publicly discuss its details. 

Hoffman spends almost all of his 
time, including evenings and weekends. 
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Bloomberg LP, the parent of Bloomberg Markets, is an investor in Andreessen Horowitz. 


meeting with entrepreneurs, other inves- 
tors, professors, and politicians. Friends 
say he has boundless energy when it 
comes to learning about new people 
and ideas. He plans dinners and events 
around topics he’s interested in. Once, 
he arranged for a group of his friends, 
including Herb Allen and Jerry Yang, to 
spend the day at a genomics lab study- 
ing the DNA of different viruses. An- 
other event he helps organize, dubbed 
“The Weekend (to be named later),” con- 
venes an eclectic group. One year, Hoff- 
man invited a prosecutor from the Jeffrey 
Dahmer trial who later left the law to 


Following Greylock and Hoffman 

You can use the suite of private equity functions on the Bloomberg Professional service 
to dig into Greylock’s deals. Type PE <Go>, enter GREYLOCK in the field, and click on 
the Greylock Partners item in the list of matches. In the Description screen, click on 
Portfolio to display a list of companies the firm has invested in. For details of Greylock’s 
funding for Rubrik, for example, click on the data backup company’s May 26 round and 
then type 11 <Go>. To set an alert that will notify you when Reid Ploffman tweets, type 
TWTR <Go>, enter REID HOFFMAN, and click on the matching handle. Click on the 
Display & Edit button and select Set Alert Delivery. JON asmundsson 


become a Jesuit priest. 

Observes Victor Koo, CEO of Youku 
Tudou and one of China’s most suc- 
cessful entrepreneurs: “In China, we 
talk about this concept called guanxi; it 
means building relationships— Reid is 
a master at it.” Koo says he got to know 
Hoffman nearly a decade ago, when his 
video site (think YouTube for China) was 
just getting off the ground. Long before 
most Silicon Valley investors began to 
poke around China’s startups, Hoffman 
struck up a friendship with Koo because 
he wanted to learn about China through 
other founders. 

Back in his office in Menlo Park, Hoff- 
man is trying to answer the question that 
everyone seems to ask him: What’s next? 
He closes his eyes, almost as though he’s 
trying to form a picture in his head. A 
moment later, he opens them and shakes 
his head. Today, he’s got nothing (or he’s 
not telling). But that could change at any 
moment. As he once wrote on his blog: 
“When I walk through an office, I see net- 
works. I know that makes me sound like 
the kid from The Sixth Sense. But I don’t 
see dead people. I see networks.” bm 
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CEO, JPMorgan Chase 

He kept JPMorgan profitable during the 
financial crisis and produced record earnings in 
four of the past five years. Shares at the largest 
U.S. bank have climbed 59 percent since the 
end of 2005, when Dimon took the reins. Dimon, 
who himself became a billionaire in June, also 
has presided over the $36 billion JPMorgan 
has paid out in litigation and legal costs since 
the beginning of 2009. “Like the basketball 
player LeBron James, JPMorgan is good at both 
offense and defense,” says Mike Mayo, 
a CLSA analyst. 
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Prime Minister of India 

O Won election to lead the world s biggest 
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in 30 years. 
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bonds last year. 

© Modi’s pro-business agenda is poised to lift 
India over China in GDP growth this year. 
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The 3G Capital co-founder and Brazil's 
richest man has investors cheering 
and rivals struggling to compete with 
his beer and snack food megadeals. 
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The Brazilian dealmaker reshaping the global food and bever- 
age industry doesn’t have much to say for himself, at least not 
in public, Oorge Paulo Lemann orchestrated H.O. Heinz’s $46.7 
billion merger with Kraft Foods Group in Tuly, turned strug- 
gling Burger King into a lucrative bet for shareholders, and 
formed the world’s biggest beer company, Anheuser-Busch In- 
Bev, all without personally hosting a press conference on the 
deals. He values his privacy so much that he asks associates to 
keep mum about him. Yet one famous investor is eager to talk. 


“I was hoping it was Jorge Paulo in- 
stead of you when the phone rang/’ War- 
ren Buffett quips in late August when 
asked about Lemann and his investment 
firm, 3G Capital, which was formed in 
2004. “They’re already doing big things, 
but they’ll do even bigger things. They set 
extremely high standards for themselves, 
and then they exceed them.” 

Lemann is wasting little time living up 
to that billing. AB InBev, which he con- 
trols with other Brazilian billionaires 
and wealthy Belgian families, said on 
Sept. 16 that it plans to make an offer for 
SABMiller, home to such brands as Per- 
oni and Grolsch. A deal would unite the 
world’s top two brewers and create a com- 
pany that generates about half of the in- 
dustry’s profit. 

Backed by more than $20 billion from 
Buffett’s Berkshire Hathaway, Lemann, a 
silver-haired former professional tennis 
player, has put his stamp on entire sec- 
tions of the economy en route to becom- 
ing the richest person in Brazil— with a net 
worth of $24.5 billion on Sept. 8, according 
to the Bloomberg Billionaires Index. He’s 
a takeover artist who loves high-profile 
brands and hates companies with unnec- 
essary costs— including people. Lemann, 
76, forged a corporate culture based on 
merit and recmited aggressive managers 
to put his ideas into practice. His execu- 
tive team has been so effective at boosting 
profits that competitors feel compelled to 
change how they do business— or risk be- 
coming Lemann’s next target. 

Lemann isn’t shy about showing off 
his ambitions behind closed doors. Just 


months after he formed Anheuser-Busch 
InBev in November 2008, Lemann and 
3G’s other billionaire co-founders, Car- 
los Sicupira and Marcel Telles, met 
with staff at the investment firm’s mid- 
town Manhattan office. Over a Cipriani- 
catered lunch, someone asked Lemann 
what his dream acquisition would be. 
“We’d love to take a look at Coca-Cola,” 
he replied. In Lemann’s view, according 
to a person at the meeting who asked to 
remain anonymous, the soft- drink maker 
was ripe for new managers to eliminate 
costs— including most of Coke’s nearly 
100,000 employees. “We could run it with 
200 people,” Lemann said jokingly. Both 
he and 3G declined to comment for this 
story, as did a Coca-Cola spokesperson. 

Lemann’s comment presaged his run 
of splashy takeovers— and the ensuing de- 
bate over his tactics. The next year, 3G paid 
$3.3 billion to buy Burger King from inves- 
tors, including Goldman Sachs, TPG Capi- 
tal, and Bain Capital. Lemann’s team sold 
all but 52 of the company-owned stores 
to franchisees, defying conventional wis- 
dom that fast-food chains had to own 
their restaurants to understand custom- 
ers. By the time Burger King announced 
its takeover of Canadian doughnut chain 
Tim Hortons in August 2014, growth in 
same-store sales at the Home of the Whop- 
per was outstripping that at McDonald’s. 
“The turnaround on Burger King was bril- 
liant,” says Luiz Cezar Fernandes, who co- 
founded investment bank Banco Garantia 
with Lemann in the 1970s. “I think Buffett 
was watching closely.” 

He was. Buffett, 85, says he passed on 


getting involved with Burger King be- 
cause of its rocky past. In 2013, Lemann 
orchestrated the $23 billion acquisition 
of ketchup maker Heinz. This time, Buf- 
fett was ready to join. He bought half of 
the common stock for $4.25 billion and 
preferred shares for $8 billion. 3G im- 
mediately installed its own managers. 
They slashed 7,000 jobs, shuttered five 
factories, and made departments justify 
expenses from scratch each year. Mar- 
gins on adjusted earnings rose to 26 per- 
cent from 18 percent in the first year and 
a half, paving the way for Heinz to take 
over Kraft. 

Now, Kraft plans to cut 2,500 workers 
to help reap $1.5 billion in annual savings 
by 2018. Even small perks are gone: The 
company yanked refrigerators stocked 
with free cheese sticks and other snacks 
after the deal closed. Buffett made out 
handsomely. When Kraft Heinz began 
trading in July, the market valued Berk- 
shire’s stake at $24 billion, more than 
double what Berkshire had paid for the 
common stock and a special dividend to 
Kraft shareholders. 

Lemann’s critics say his approach is 
harsh and that he and his partners bene- 
fit as others lose. The newly merged Kraft 
Heinz is pushing 15,000 retirees onto pri- 
vate health exchanges to reduce costs. 
Under 3G, Heinz’s presence in Pitts- 
burgh is fading along with its local work- 
force— a complaint echoed in cities from 
Madison, Wisconsin, to Leamington, 
Ontario. “They’re cutting back the fat,” 
says Audrey Guskey, a marketing profes- 
sor at Pittsburgh’s Duquesne University. 


“And Pittsburghers tend to be a part of 
that fat.” 

Buffett says 3G makes changes quickly 
and is fair with severance packages. “I do 
not believe in seeing how long you can 
spend to take a tooth out,” he says. 

3G’s Burger King strategy has endured 
its own bashing. After the chain acquired 
Tim Hortons, U.S. Senator Elizabeth 
Warren and others branded the move a 
tax dodge. The new holding company is 
based in Canada, where the corporate tax 
rate is lower than in the U.S. The com- 
pany and Buffett, who put up $3 billion in 
financing, said taxes didn’t drive the deal. 
But the merger came as more U.S. compa- 
nies were called out for moving abroad to 
lower their tax burden. 

Competitors are scrambling to deal 
with 3G’s willingness to cut deeper than 
anyone else. 3G and Berkshire “have 
pulverized the food industry market. 


particularly in America, with serial ac- 
quisitions,” Nestle Chairman Peter Bra- 
beck-Letmathe said at the company’s 
annual meeting in April. 

Still, CEOs can’t help but copy Le- 
mann’s moves. Kellogg, Campbell Soup, 
and Mondelez International, the snack 
foods company that was spun off from 
Kraft in 2012, are implementing versions 
of 3G’s budgeting approach. 

Bill Ackman is betting he’ll benefit from 
the trend. The activist hedge fund man- 
ager amassed a $5.6 billion stake in Mon- 
delez this year after seeing what Lemann’s 
people could do. His Pershing Square Cap- 
ital Management was among backers who 
put up $1.4 billion to help 3G take Burger 
King public in 2012. “They’re very long- 
term shareholders, incredibly disciplined,” 
Ackman said of Lemann’s team in August. 
“There is a lot to admire about them.” 

Buffett, too, emphasizes that Lemann 


builds and holds companies. Lemann and 
his partners bought Brahma, a small Bra- 
zilian brewer, in the 1980s and used it to 
amass an empire that now includes Bud- 
weiser. Beck’s, and Stella Artois. “They 
started out with a nothing little brewery in 
Brazil, and in not many years, they’ve be- 
come probably the No. 1 beer operator in 
the world,” Buffett says. 

Lemann has long avoided the spot- 
light, especially since a 1999 failed kid- 
napping attempt on his children in Sao 
Paulo. The children’s driver was shot in 
the arm and survived. Lemann now splits 
his time among a home base in Switzer- 
land, his native Brazil, and the U.S. He 
keeps his wardrobe understated, favoring 
khakis and button-down shirts to suits. 

Much of Lemann’s success stems from 
the loyal proteges— starting with Telles 
and Sicupira— whom he’s fostered over 
five decades. Lemann attracts new man- 
agers by funding scholarships to Harvard, 


DINING WITH 


Stanford, and other A-list universities. He 
paid for the schooling of Carlos Brito and 
Bernardo Hees— now the CEOs of AB In- 



$75.4 M 


Kraft Heinz, respectively. His 


KRAFT HEINZ 

$4.8 B 


Brands include Kraft, Heinz, Oscar 
Mayer, Ore-Ida, Kraft Macaroni & 
Cheese, Classico, Velveeta, Weight 
Watchers Smart Ones, ABC, Capri 
Sun, Wattie’s, Kool-Aid, Jell-O, 
Philadelphia, Golden Circle, 
Lunchables, Planters, Pudliszki, 
Maxwell House, Grey Poupon, 
Master, Honig, Plasmon, and Quero. 


AB INBEV 

$17.9 B 

Brands include 
Budweiser, Corona, 
Stella Artois, Beck’s, 
Hoegaarden, Leffe, 
Bud Light, Michelob 
Ultra, Skol, Brahma, 
Antarctica, Quilmes, 
Jupiler, Victoria, 
Modelo Especial, 
Klinskoye, Sibirskaya 
Korna, Chernigivske, 
Harbin, Sedrin, and 
Cass. 


SAO CARLOS 
EMPREENDIMENTOS 


Bev and 


RESTAURANT 

BRANDS 

INTERNATIONAL 


$2.0 B 

Burger King, 
Tim Hortons 


LOJAS 

AMERICANAS 


$818 M 

Lojas Americanas, B2W 


NET WORTH: 

$24.5 B* 


The Brazilian dealmaker 
controls some of the 
world’s best-known 
food and beverage 
brands. 


Real estate holdings 


Figures are as of Sept. 8. 
includes $1.25 billion 
in liabilities. 
Source: Bloomberg 
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T love the idea of 
partners who are 
going to do big 
things,’ Warren 
Buffett says of 
working with 
Lemann and3G. 


family foundation, Fundagao Lemann, is 
trying to revamp Brazil’s eduction system. 
It has sponsored 305 scholars for postgrad- 
uate degrees in public policy and plans to 
reach more Brazilians via methods such 
as online training. “I proposed to the 
board a goal of 1 million people by 2018,” 
says Denis Mizne, CEO of Fundagao Le- 
mann. “They came back with 30 million.” 

Lemann’s life story, popular lore in 
Brazil, is a powerful recruiting tool. Born 
in 1939 in Rio to Swiss parents, Jorge 
Paulo was voted most likely to succeed 
at the American school where he honed 
his English. Even so, he spent much of his 
time catching waves on Arpoador, Rio’s 
famed surfing beach. He also excelled at 
tennis, playing in Wimbledon and twice 
competing in the Davis Cup, though he 
never won a match at either event. 

Lemann’s father, who died when Jorge 
Paulo was a teenager, wanted to expand 
the family’s cheese business in Brazil. His 
mother had grander plans. She prodded 
her only son to apply to Harvard. His father 
“thought relatively small,” Lemann said at 
a videotaped event in April 2014. 

At Harvard, Lemann never got used to 
the New England winters. He crammed 
using old exams he discovered in the li- 
brary and got his economics degree in 
three years, according to a speech he gave 
on his experience. After stints at Brazilian 
and Swiss financial companies, Lemann 
joined a group of traders in 1971 to take 
over a small brokerage called Garantia. 
They turned it into the nation’s premier 
investment bank that soon was helping 
Philip Morris and Colgate-Palmolive ex- 
pand in Latin America’s largest economy. 

Lemann got to know Telles and Sicupira 
at the bank. Mostly staffed by men in their 
20s, Garantia had the feel of a boys’ club. 


Potential hires were asked about 
their sex lives and drug habits to 
weed out recruits that might be 
easily rattled, says co -founder Fer- 
nandes. Telles and Sicupira, now 
Brazil’s third- and fourth-richest 
men, respectively, joined Lemann 
on spearfishing trips, according to 
a 2013 book called Sonho Grande 
C Dream Big). The trio sported their 
diving watches at work as emblems 
of a blossoming partnership. 

Lemann honed his manage- 
ment philosophy by importing 
American-style meritocracy in the 1970s 
and 1980s. He and Sicupira visited Sam 
Walton and saw how Wal-Mart’s founder 
pinched suppliers and controlled inven- 
tories. They applied those lessons at Lojas 
Americanas, a retail chain they acquired 
in 1982 in Brazil’s first hostile takeover. 
At Garantia, they adopted the Goldman 
Sachs partnership model and bonus pay. 
From General Electric CEO Jack Welch, 
they borrowed the rule of rewarding the 
top 20 percent of workers, keeping an- 
other 70 percent, and firing the bottom 
10 percent. “We grabbed the best prac- 
tices of other places and packaged it into 
a thing that became our culture,” Lemann 


said in a video posted on YouTube in 
April 2014. 

Lemann stood out for taking big risks 
when Brazil’s sky-high interest rates 
meant investors could make fat returns 
simply by parking money in fixed in- 
come. Before the Asian financial crisis 
in 1997, Garantia sold insurance against 
losses on Brazil’s government bonds. 
When the contagion spread, the bank lost 
hundreds of millions of dollars. Lemann’s 
reputation suffered. 

“I don’t know how they sleep at night,” 
says Raul Boesel, a Brazilian race car 
driver. He lost about half of the $3 million 
he’d invested, according to Sonho Grande. 
After Boesel aired his grievances, Brahma, 
the beer company Lemann and his part- 
ners controlled, canceled his sponsorship. 

The partners sold Garantia to Credit 
Suisse in 1998, moving on to GP Invest- 
ments, a private equity firm Lemann had 
helped set up. They quickly learned it was 
easier to trim an ailing business that had 
brand recognition than to build a new 
one from scratch. Looking beyond Latin 


Special ketchup and mustard bottles feature 
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Warren Buffett 


The 
Oracle of 
Omaha on 
Running 
a Lean 
Machine 


THE CEO OF BERKSHIRE HATHAWAY employs more than 
300,000 people spread across more than 70 subsidiaries, 
including energy utilities, insurers, manufacturers, re- 
tailers, and a railroad. 

“Most of our managers run very lean operations,” says 
Buffett, 85, who’s in his 50th year controlling Berkshire. 
“But it isn’t like they’re standing there with whips or any- 
thing like that. It’s just that they don’t have more people 
than they need.” 

The same goes for Berkshire’s headquarters in Omaha, 
Nebraska, where you’ll find about only two dozen em- 
ployees. “If you’ve got too many people,” says Buffett, 
“either you correct it or someone down the line will.” 

NOAH BUHAYAR 


America, Lemann joined Gillette’s 
board in 1998. Buffett was a director 
at the razor maker— although his re- 
lationship with Lemann wouldn’t 
deepen until later. “I didn’t really get 
to know him that well until years after 
I should have,” Buffett says. 

Bill Gantz, a board member at the 
time, recalls the meetings, which at 
one point included private equity ti- 
tan Henry Kravis. There was poten- 
tial for big egos, but it was a collegial 
group, Gantz says. While Buffett lit up 
the gatherings with banter, Lemann 
was more reserved. Even then, his 
ambition was apparent. “I thought at 
that time he was going to move the 
center of his business beyond Brazil,” 
Gantz says. 

Corporate America got its first big 
taste of Lemann with Anheuser-Busch. 
Using a controlling stake in Belgian 
brewer InBev, he made an unsolicited, 
debt-fueled bid for the Budweiser brewer. 

Lemann’s managers quickly found 
ways to scale back. Anheuser-Busch fired 
about 1,400 people, or roughly 6 percent 
of its U.S. workforce. Flights on corporate 
jets were out, as was free beer. Investors 
loved it. AB InBev’s stock has soared five- 
fold since the merger, giving the company 
a $176 billion market value on Sept. 8. 

On his home turf, business leaders view 
Lemann as a pioneer of American-inspired 
efficiency. But he isn’t above accepting 
some Brazilian-style corporate welfare. 
BNDES, the nation’s development bank, 
disclosed in June that AmBev, the Brazil- 
ian unit of AB InBev, received below-mar- 
ket rates on loans for 1.8 billion reais ($464 
million) from 2012 to 2014. The bank’s big- 
gest subsidized loans usually go to “na- 
tional champions,” which take advantage 
of state subsidies to undercut competition. 


mm BLOOMBERG TIPS 


Like many of the champions, Lemann’s 
companies are close to the political estab- 
lishment. AmBev was a top campaign 
financier to the ruling party and, along 
with Lojas Americanas, has sponsored 
Luiz Inacio Lula da Silva’s speaking en- 
gagements since he left the presidency. 
The bank faces a congressional inquiry 
focused on loans made during the era of 
Lula and his handpicked successor, Dilma 
Rousseff. The bank has denied any wrong- 
doing. Neither AmBev nor 3G has been 
implicated. AmBev said its campaign do- 
nations “follow the rules of Brazilian law; 
they are absolutely transparent.” 

Some analysts question the limits of 
Lemann’s cost cutting. McKinsey & Co. 
estimated in February that AB InBev’s 
market share in the U.S. had slipped 2.4 
percentage points from 2009 to 2014 as 
consumers embraced craft beers. Heinz’s 


share has dropped in 65 percent of its of- 
ferings, from bullion to frozen dinners. 
“You can’t cost cut your way to prosperity,” 
says Brian Yarbrough, an analyst at Ed- 
ward Jones. 

Lemann’s defenders say it takes time 
for cost reductions to open the way for 
sales growth. But he isn’t waiting around. 
Lemann faces “enormous pressure” to 
make room for the talent he’s cultivat- 
ing, Garantia co -founder Fernandes says. 
Investors— Buffett among them— are 
betting he’s far from done buying busi- 
nesses. In June, a Brazilian magazine 
reported Lemann was interested in Lon- 
don-based liquor giant Diageo. Its Amer- 
ican depositary receipts surged 8 percent 
on the speculation. SABMiller’s shares 
shot up as much as 24 percent on Sept. 16 
amid news of AB InBev’s interest. 

As for Coca-Cola, Buffett rules out a 
3G-led takeover. “That would be very un- 
likely,” he says. “I don’t think Coke is look- 
ing for a deal.” Berkshire is the soft-drink 
maker’s largest shareholder, so it would be 
hard to imagine a buyout without Buffett’s 
blessing. 

Still, you can be sure that whenever 
Jorge Paulo calls, his buddy Warren Buf- 
fett will pick up the phone. “I love the idea 
of partners who are going to do big things,” 
Buffett says. “To find opportunities with 
people that more than deliver and are 
more than fair, that’s a real rarity.” nu 


Tracking Lemann’s Deals 

You can use the Bloomberg Professional service’s suite of private equity functions to 
dig into deals orchestrated by Jorge Paulo Lemann. First, type PE <Go> for the Private 
Equity Overview function. Enter 3G in the field and click on the first General Partners 
match for a description of the firm. Click on the Portfolio tab. For details of the acquisi- 
tion of Heinz by 3G Capital and Berkshire Hathaway, click on Kraft Heinz Foods under 
Portfolio Company in the lower section of the screen. Then type 11 <Go> to display the 
M&A Transaction Details page. To view multiples for similar companies, click on Deal 
Comps. JON ASMUNDSSON 
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Kay Daiio 

Founder, Bridgewater Associates 

$ 169 billion 

The amount that Dalio’s Westport, Connecticut- 
based firm manages— about half of which is in 
the world’s biggest hedge fund 


Elizabeth Warren 

U.S. Senator 

Bully pulpit + bulldog tactics + former Harvard 
Law professor + Jamie Dimon antagonist + 
Consumer Financial Protection Bureau creator 

= Go-to senator on financial regulation 


Thomas Piketty 

Professor, Paris School of Economics 

“When I hear the Germans say that they 
maintain a very moral stance about debt and 
strongly believe that debts must be repaid, 
then I think: What a huge joke! Germany is the 
country that has never repaid its debts.” 

—The French economist and income-inequality 
pundit, in a July interview with Germany’s Die Zeit 


Jeffrey Gundlach 

Founder, DoubleLine Capital 

With ex-Pimco supremo Bill Gross handling 
just $1 .47 billion at Janus, Gundlach— whose 
firm manages $76 billion— gets to wear the 
bond king crown, especially after outperforming 
his rivals during August’s market turmoil. 


^3 Pan Bao 


Founder, China Renaissance 

The fast-talking Bao has the guanxi to 
arrange practically anything in China’s vibrant 
tech scene. For the $6 billion merger of taxi 
app giants Didi Dache and Kuaidi Dache— 
China’s biggest Internet M&A deal of 2015— 
the two companies even agreed to let Bao be 
the sole arranger, enabling him to take fees 
from both sides. 
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• Credit Suisse 

Stoxx Europe 600 Index 
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Timm's success as CEO 
of Prudential earned him 
die top job at Zurich based 
Credit Suisse, and lie's 
promised to be “ruthlessly 
selective” as he prioritizes 
wealth management 
over investment h anking . 
Shares have outperformed 
most of its competitors' 
since the bank announced 
his arrival in March, 
though they still lag behind 
crnsstown rival UBS's. 
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The Search Giant 
Has Found Its 
Disciplinarian 


About 30 seconds into her first 
earnings call as Google’s new chief 
financial officer in July, Ruth 
Porat proved why she’d landed 
the job. After unveiling second- 
quarter results that topped analysts’ 
estimates, Porat, 57, quickly pointed 
to “ongoing operating expense dis- 
cipline” that helped operating in- 
come jump 13 percent. All told, she 
used the word discipline six times 
on the call. The stock soared, add- 
ing more than $60 billion in market 
capitalization the next day. 

Porat joined Google in May after 
more than 25 years on Wall Street, 
the past five of which she spent 
as CFO of Morgan Stanley, where 
she helped stabilize the invest- 
ment bank after its near collapse 



Ruth Porat 


in 2008. Porat is likely to help 
temper Google’s highflying, CFO, 
far-reaching ambitions with some (5 Q () (5 L E 
old-fashioned budgeting. During 
the second quarter, operating ex- 
penses rose at the slowest pace 
since 2013. “To be clear, the priority 
is revenue growth,” she said during 
the analyst call. “But pursuing rev- 
enue growth is obviously not incon- 
sistent with expense management.” 

Less than a month after the 


quarterly report, Google an- 
nounced a corporate shake-up 
that renamed the company 
Alphabet and separated future- 
oriented projects, such as driver- 
less cars, from the mainstream 
search business. While Porat must 
now grapple with the new corpo- 
rate structure— she will be CFO of 
the overall Alphabet company and 
the core Google company— the ar- 
rangement should give investors 


a better idea of the performance of 
the emerging businesses, reflect- 
ing a promise Porat made in July 
to be “direct” with analysts. 

“Thus far, Wall Street has a lot 
of respect for her,” says Victor An- 
thony, an analyst at Axiom Capi- 
tal Management. “I think there’s 
more to come in terms of revenue 
growth, the expense growth decel- 
eration, and the new clarity.” 

BRIAN WOMACK 
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ELdei Musk 


Founder, Tesla Motors 

From building electric cars (Tesla) to exploring the 
final frontier (SpaceX), Musk might as well wear 
a superhero costume. “I’m trying to do useful 
things,” he said recently on The Late Show with 
Stephen Colbert. He may also harbor supervil- 
lain tendencies, as Colbert joked when Musk said 
Mars could be made more habitable by firing off 
thermonuclear weapons over the planet’s poles. 


Paul Singer 


Founder, Elliott Management 

Best known for poking Argentina in the eye 
over defaulted debt, Singer stirred controversy 
in another corner of the globe in recent months. 
He took on the choebol that controls Samsung 
Group and tried to block a planned merger of 
two of its affiliates, arguing it cheated outside 
shareholders. He failed to stop the transaction 
but rallied plenty of investors to his side. Korea 
Inc. is on notice. 



Remind 



Marc Andreessen 


See page G2. 


Akio Toyoda 


President, Toyota Motor 

Since taking over as president in 2009, the 
grandson of Toyota’s founder has steered the 
company through a recall crisis and back to 
winning over consumers. The world’s most 
valuable automaker (market cap: $200 billion) 
has begun offering its first fuel cell vehicle, the 
Mirai, and will build new plants in Mexico and 
China before the end of the decade. 


Paul Krugman 


Professor, City University of New York 
Graduate Center 

The Nobel laureate hoists the liberal economist 
flag on a lot of hot topics, as recent headlines 
from his New York Times blog make clear: 

O The Chine Debt Zombie 
0 fJeb The Unready 
0 Rnte Hike Fever 
0 Zombies Against Medicare 
0 Eternal Greece 
0 Angry Germans 


Laplanche 


Total Loan Issuance (in billions) 
$12 - 



Growth at LendingClub 
looks like a hockey 
stick. The peer-to-peer 
company arranged 
almost as many loans 
in the second quarter 
of 20 15 as it did in all 
of 2013. Laplanche 
has some compelling 
allies, including Tack 
Ma, Tohn Mack, Mary 
Meeker, Hans Morris, 
and Larry Summers. 
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In its 30 th Anniversary, the Japanese Government Bond 
(JGB) Futures is re-launching the 20-year JGB Futures 


The 20-year Japanese Government Bond (JGB) futures market was 
re-launched in April 2014 in response to an increase in the 
outstanding amount of 20-year JGBs issued. Taking into account 
prevailing market conditions, Osaka Exchange (OSE) has revised 
the contract specifications in July 2015 to raise liquidity in the 
20-year JGB futures market. This revision will facilitate hedging 
among investors in the 20-year JGBs by bringing the interest rate for 
standardized 20-year JGBs down from 6% to 3% per annum, and 
changing the deliverable grade to bonds with higher liquidity. 


STRONGLY 
ROOTED IN 
FLEXIBILITY AND 
EXCELLENCE 


Further changes include: 

' Reduction of the coupon rate on the standardized bonds 

* Revision of the deliverable grade to 20-year JGB bonds with longer 
maturities, to above 19 years 3 months from the prior 18 years or more 

* Reduction of tick size to JPY 0.01 from JPY 0.05 per JPY 100 face value 



Further new products of JPX 

JPX Nikkei 400 Futures: JPWA Index <GO> 

Weekly Options on Nikkei 225: WNKYA Index <GO> 
(Week 1-5 except Week 2 corresponds to A-E except B) 


JPX 

OSAKA EXCHANGE 


jpx.co.jp/english/ 

TYPE JJAZ5 Comdty <GO> 
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Diplomatic soft power is the 
pope’s specialty. 

Any pope’s. A bishop of Rome 
commands his own 2,000-year- 
old social media infrastructure. 
His word rolls out to 5,100 or so 
bishops, 415,000 priests, and, 
from there, the estimated 1.2 bil- 
lion Roman Catholics. That’s 17 
percent of the human population, 
scattered among 220,000 par- 
ishes. Such a following generates 
considerable sway that resonates 
far beyond the faithful. 

Francis hopes to harness that 
sway to marshal people to his 
causes. By naming himself after 
nature-loving champion of the 
poor Saint Francis of Assisi, Ar- 
gentine Cardinal Jorge Mario Ber- 
goglio tacitly promised to light up 
the Vatican’s vast global network 





Pope 

Francis 



The 

Vatican’s 

Green 

Radical 



with ambition and urgency, par- 
ROMAN ticularly when it comes to the 
CATHOLIC environment, poverty, and the in- 
CHURCH tersection of the two. Take Pope 
Francis’s 184-page encyclical let- 
ter “Laudato Si’,” or “Praised Be to 
You,” which he dispatched to his 
bishops in June. “The violence 
present in our hearts, wounded by 
sin, is also reflected in the symp- 
toms of sickness evident in the 
soil, in the water, in the air, and in 
all forms of life,” Francis wrote. 

To Francis, climate change is 
a market failure, one stemming 
from the fact that the waste from 
fossil fuel combustion, carbon di- 
oxide, imposes costs on society, 
such as heat, droughts, floods, and 
more-powerful storms, that aren’t 
reflected in prices over time. “What 
the pope is saying is the market 
economy needs to operate within 
a moral framework,” says Jeffrey 
Sachs, director of Columbia Uni- 
versity’s Earth Institute. Francis 
is attempting to do what no envi- 
ronmentalist, politician, corporate 


sustainability officer, or, for that 
matter, pope has previously been 
able to achieve. That is, to make 
climate change personal, spiritual, 
and moral. 

The views in Francis’s encycli- 
cal aren’t universally popular, nor 
have they yet had a measurable 
impact. A national poll conducted 
a month after the encyclical’s re- 
lease found that fewer than a third 
of Americans knew about Fran- 
cis’s climate push; just 40 percent 
of Catholics did, according to re- 
search by the Associated Press, the 
University of Chicago, and Yale. 
But Francis may be speaking up at 
the right moment, as more people 
acknowledge that climate change 
is caused by humans. Nearly half 
of Americans attribute the warm- 
ing to human activity, and 74 per- 
cent say carbon dioxide should 
be regulated as a pollutant. While 
the public’s views may be evolv- 
ing, the question is how much 
dominion Pope Francis’s moral 
argument will have on the world’s 
still-slow-moving leaders. 

ERIC ROSTON 
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SMART 
INVESTING IN 
SMALL-CAP 
EQUITIES 


Free LivelNSIGHTS Web Conference 
Thursday, September 24, 12:00 pm ET 


Register at 



or www.bloombergmarkets.com/insite 


Small caps hold promise for stock pickers. 
Uncovering a hidden gem seems likelier 
among the set of relatively under-followed 
small companies than it does amid the 
biggest stocks. For that matter, small U.S. 
stocks were the best-performing asset class 
in 2013, generating a total return of 39 
percent, according to a Bloomberg analysis. 
So how does the small cap space look today? 
How are rising rates, a strong U.S. dollar and 
M&A activity likely to affect the asset class? 

Join this LivelNSIGHTS to gain perspective 
into the U.S. small-cap market. Managers 
will highlight strategies, potential payoffs and 
risks of investing in small companies against 
a changing global landscape. 


SPEAKERS 

JASON KOTIK, CFA 

Senior Investment Manager 
Aberdeen Asset Management 

TYLER LAUNDON 

Advisor 

Wyatt Investment Research 

SHAILESH KUMAR 

Founder 

Value Stock Guide 


SPONSORED BY 

Aberdeen 

Simply asset management 


Bloomberg 

Markets 


©2015 Bloomberg L.P. All rights reserved. Type SITE<GO> 
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She Went on the 
Attack Against an 
Activist— and Won 

Most corporate chieftains bend— 
and try to cut a deal— when activist 
shareholders attack. Not DuPont’s 
Ellen Kullman. The 59-year-old 
mechanical engineer is the rare 
CEO to successfully fend off a 
proxy challenge. And she’s the only 
one to stymie Nelson Peltz’s Trian 
Fund Management, leaving him 
empty-handed for the first time 
since he co-founded the firm a de- 
cade ago. 

Kullman won over DuPont in- 
vestors with activism of her own. 
To defeat Peltz’s bid for four seats 
on the 12-member board in May, 
she traveled nationwide to lobby 
the chemical maker’s 50 largest in- 
stitutional shareholders. Her pitch: 
A well-funded and integrated re- 
search and development program 
was key to success. It didn’t hurt 
that the stock had almost tripled 
since Kullman took over as CEO on 
Jan. 1, 2009. 

Peltz, in contrast, sought $4 bil- 
lion in cuts and wanted to split the 
company in two. “DuPont’s con- 
glomerate structure is destroying 
value,” he wrote in a Sept. 16, 2014, 
letter to the board. He declined to 
comment for this story. 

Some big shareholders, includ- 
ing the California Public Employ- 
ees’ Retirement System, sided with 
Kullman in the May 13 vote. “We 
don’t want barbarians at the gate; 
we want owners at the gate,” says 
Anne Simpson, director of corpo- 
rate governance for Calpers. 

Other CEOs have accommodated 




activists. In January, PepsiCo CEO 
Indra Nooyi handed a Peltz adviser 
a seat on her company’s board after 
fighting Trian’s efforts to split the 
snacks and beverages unit. Dow 
Chemical gave two directorships 
to Daniel Loeb’s Third Point in No- 
vember 2014. 

Kullman’s approach may per- 
suade companies to stand firm, 
says Jeffrey Sonnenfeld, a senior 
associate dean at the Yale School 
of Management. “Boards can now 
be more steadfast, and they won’t 
be so weak-kneed and capitulate,” 
he says. 

Kullman says communicating 
her long-term vision made the dif- 
ference. “That’s the part we had not 
done as well in the past,” she says. 

The 27-year DuPont veteran 
also played to the hometown 
crowd. A native of Wilmington, 
Delaware, where the company is 
based, Kullman took out ads and 
urged local shareholders who 
hold much of Dupont’s stock to 


stop Trian’s “value-destructive 
agenda.” 

Kullman scaled back after de- 
feating Peltz. She spun off the per- 
formance chemicals business, 
renamed Chemours, and is cutting 
$1.3 billion in costs and buying back 
shares. Revenue is about 10 percent 
lower than when Kullman took 
over, and earnings in the recent 
quarter failed to meet her promises. 
She says DuPont is more focused. 

Some see Peltz’s influence in 
the moves. “We are encouraged by 
the changes Trian Partners have 
driven,” says Anne Sheehan, direc- 
tor of corporate governance at the 
California State Teachers’ Retire- 
ment System. 

The war may not be over. Peltz, 
the fifth-biggest investor, with a 
2.7 percent stake, has kept his 24.6 
million shares. Those shares are 
down 32 percent since Trian lost 
its fight. “We’re going to watch and 
wait,” he said after the vote. 

LAURA COLBY AND JACK KASKEY 



CEO, 

DUPONT 
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Enter OTCQ <GO> on your Bloomberg Terminal to turn on Real-Time Level 2 
(OTCQX, OTCQB, OTC Pink, OTC Bonds) Quotes in 10,000 U.S, and Global securities. 

Contact us at Market Data Services // mar ketdataao tcmarkets.com // 212.220,2166 // www.otcmarkets.com 
Follow us: @otc markets | Jfolcqx 



financial condition of any company, Investors should undertake their own due diligence and carefully evaluate companies before investing. Logos 
are trademarks of their companies and are used with per mission. ©2015 OTC Markets Group Inc. All Rights Reserved, 


**00+ Erctartpe gMdhrtei "Data A* ofHaV JJ, JC??£ 


Find It First On GTCMarkets 



SPECIAL ADVERTISING SECTION 


Japan’s Equity 
Sun Rises Again 



A number of factors make 
Japan an attractive target for 
value investors from overseas 


Just as Japan has spent the last year attracting record numbers of 
overseas tourists who are taking advantage of the cheap yen and 
the increased openness of pre-Olympics Japan — highlighted by 
the lowering of barriers to foreign labor in the run up to the 2020 
games — equity investments from foreign investors are likewise 
increasing. Fixed-income investors, such as those purchasing the 
government-backed products offered by JBIC, also demonstrate a 
newfound confidence in the Japanese economy. 

Often noted for their large cash reserves, Japanese companies 
are increasingly forging links with overseas companies, whether 
through M&A activities or joint ventures. For foreign partners now 
able to purchase large amounts of previously expensive yen, the 
chance to utilize Japanese companies’ decades of R&D expertise 
is proving attractive, particularly in fields where overseas partners 
help to market innovative made-in-Japan products. 

Blue-chip Japanese exporters have fared well in this climate, 
with increased energy costs mitigated by a somewhat weaker 
yen. Japanese SMEs, however, have yet to benefit fully from the 
inflationary tactics of Prime Minister Shinzo Abe’s government. 

The Nikkei 225 index is riding high. After opening 2013 at 
just below 10,700 yen, it reached an all-time high of 20,952 
this summer — more than double its level compared to the state 


of the market following the March 2011 Tohoku earthquake and 
tsunami. That makes the Nikkei 225 one of the fastest growing 
stock market indexes in the world. 

For Shuhei Abe, President and CEO of SPARX, a Tokyo-based 
investment manager, this is no bubble, but a sustainable sign of 
recovery. Abe foresees even higher values for the Nikkei 225 as 
2020 approaches. In an effort to boost competition on the global 
investing scene, the Tokyo Stock Exchange is rebooting its IT 
systems to encompass developments in electronic trading and 
improve convenience, introducing functions that will bring the 
TSE in line with other major international exchanges. 

New forms of equity investment are also proving to be attrac- 
tive. One example is Toyota Motors’ “lock-stock” investment prod- 
uct. Currently restricted to Japanese investors only, this vehicle 
guarantees a fixed dividend for five years, during which time the 
stock cannot be sold or transferred. 

Finally, another factor drawing foreign money to Japan is the re- 
vision to corporate structures, with new codes of governance put in 
place to create greater transparency to shareholders. These factors 
seem to show that while it might be early to say that the Japanese 
train is completely out of the tunnel, the light at the end is growing 
brighter, inviting foreign investors to come and take the ride. * 
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ADVERTISEMENT 


Time to confess: 

Japan is not a capitalist country 



...but capitalism is coming, 
and that spells opportunity 

WE JAPANESE have pretended to capitalism for decades, with all 
its trappings: stock markets, regulators, annual reports and the 
whole nine yards. But the essential element has been missing. In 
a truly capitalist economy, management works for shareholders. 

In Japan's system, for too long shareholders have been last in a 
line of "stakeholders” - behind government, banks, employees 
and especially management. The result has been woefully 
unproductive use of capital. 

Fortunately, true capitalism is now taking root, as Japan 
recovers from 25 years gripped by the chronic disease of 
deflation. Lower corporate taxes less actively discourage profit. 
Corporate governance reforms strengthen the hand of outside 
directors. The unwinding of cozy webs of cross-shareholding is 
stripping insulation from management. Above all, a new and 
growing consensus recognizes that the first responsibility of a 
public company is to generate return on equity for investors. 

In this new climate it's dawning on management, grudgingly 
or not, that shareholders must be listened to. 


But what coherent voice does capital have? Individuals lack 
capability and clout. Domestic institutions are mostly reticent. 
Foreign institutions face language and cultural barriers. 

So who's left? 

Various foreign activist investors have taken runs at Japanese 
firms over the years, without much success - and no wonder. 
When American cowboys ride over the hill, guns blazing, 
Japanese instinctively circle the wagons. 

This creates a gap in the market for an activist investor with 
impeccably Japanese credentials, the ability to work closely 
with global capital, and the insight required to spot unrealized 
value. It is an investor able to take a decisive stake before 
approaching management - in a constructive, culturally 
appropriate way - with expert guidance on how to enhance 
the productivity of capital. To achieve the kind of consensus 
essential to positive change in Japan, this guidance must be 
offered gently... while leaving absolutely no room to doubt the 
determination behind it. 

This is the role we endeavor to play at SPARX - and we're 
confident that now is the critical moment for it. Change has 
been a long time coming, but a new age of true capitalism is 
emerging. Don't underestimate Japan. 

Shuhei Abe 

President & CEO, Group CIO 


SPARX Croup Co., Ltd.: Established in 1989, SPARX Group Co., Ltd. ("SPARX”) is an independent investment 
company, headquartered in Tokyo and listed on the Tokyo Stock Exchange JASDAQ Market, Code: 8739 with 
major subsidiaries in Tokyo, Hong Kong and Seoul. The SPARX group manages both traditional and alternative 
investments strategies with a focus on Japan and Asia. SPARX Asset Management Co., Ltd., SPARX Asia 
Investment Advisors Limited and SPARX Asset Management Korea Co., Ltd. are registered in each jurisdiction as 
an investment advisor with the Prime Minister of Japan, Securities and Futures Commission (Hong Kong) and 
Financial Supervisory Service (Korea), respectively, and they are registered with the US Securities and Exchange 
Commission. Note: Please note that this document has been prepared by SPARX Group Co., Ltd. for informational 
purposes only. Any content in this document does not constitute investment advice or recommendation to invest 
in any fund, any security or any other instrument. Any content in this document should not be used or considered 
as an offer to issue or sell, or any solicitation to buy or invest in any investment instrument or investment vehicle. 


www.sparxgroup.com 
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SPECIAL ADVERTISING SECTION 


Two’s a Charm: 

JBIC’s Dual Tranche Strategy 


A $2.5 billion bond allows the bank to maximize its investor 
base and lock in duration while balancing costs 



On May 20, Japan Bank for International Cooperation (JBIC) 
launched its first $2.5 billion dual tranche note of the year. As an is- 
suer who only comes to market several times a year, JBIC favors the 
dual tranche strategy. Taking advantage of both its high credit quality 
and the rarity of coming to market, JBIC also utilized the back up in 
yields to print the transaction, in contrast to most recent SSA issu- 
ance that has been focused at the short end. With the new issue, 
JBIC refreshed the five-year part of its curve and bucked the recent 
trend of defensive short-dated dollars with the 10-year portion. 

“Their government guarantee only works for five years and 
longer,” said the bookrunner. “The issuer also had some needs in 
10 years and they were keen to target that sector. They wanted to 
take $2 billion or more out of the market, and the best way to do 
that is with a dual tranche.” 

The bond issued in May was a $2.5 billion dual note split into 
a $1 billion five-year tranche and a $1.5 billion 10-year tranche. 
The first tranche has a 1.75 percent coupon that matures May 
28, 2020. The second tranche has a 2.5 percent coupon that 
matures May 28, 2025. Because the Japanese government fully 
guarantees JBIC, the bond’s credit rating is on par with the sover- 
eign, at A1/AA-. The joint bookrunners were Barclays, Citi, HSBC 
and JPMorgan Chase. 


The dual tranche structure allows JBIC to achieve its objec- 
tives of maximizing the investor base and locking in duration while 
balancing costs. For Japanese investors seeking yield, the 10-year 
tranche generated more demand, but the five-year tranche garnered 
more widespread interest. The global distribution among sectors 
was an encouraging demonstration of the depth of the global bid 
for this type of issuer. “International investors want the extra yield 
despite the backup in Treasury yields,” explained the lead banker. 
“That’s why we saw more demand in the tens.” 

Japanese domestic end accounts were particularly receptive to 
the longer-dated piece, given the recent back up in rates. “There 
has been a volatility in 10-year U.S. Treasury, but the back up in 
yields would have really helped with domestic investors who nor- 
mally don’t get a chance to buy this sort of yield and spread on a 
highly rated name,” said a banker not involved with the trade. 

The five-year ultimately garnered 39 percent from Asia, 39 
percent from EMEA and 22 percent from the Americas. The dis- 
tribution among sectors was 40 percent from banks, 32 percent 
from asset managers, 19 percent from central banks and public 
institutions and 9 percent from other institutions. The 10-year 
garnered 51 percent from Asia, 36 percent from EMEA and 13 
percent from the Americas. As for sectors, 26 percent was from 
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insurance and pension funds, 25 percent from central banks and 
public institutions, 22 percent from banks, 20 percent from asset 
managers and 7 percent from other institutions. 

In the month leading up to the issue, 10-year U.S. Treasury 
yields spiked by around 40bps with the five/1 0-year curve steep- 
ening by about 10bps in the same period. Initial price thoughts 
were midswaps plus high teens on the five-year and midswaps 
plus high twenties on the 10-year, which was revised to guidance 
at + 19bps over midswaps on the five-year (31.8bps over the April 
2020 U.S. Treasury) and +28bps over midswaps on the 10-year 
(32.4bps over the May 2025 U.S. Treasury). With a final book 
order of $2.6 billion, there was sufficient demand to price both the 
five-year and the larger 10-year issue in line with guidance. 

One market appraiser said, “It went quite well. I was impressed 
by the 10-year tranche. Getting $1.5 billion is enormous for JBIC.” 
Another added, “They squeezed every last dollar, but they can 
clearly get volume done.” As for secondary market performance, 
both tranches were still bid around reoffer the following morning. 

The outcome was encouraging for JBIC, as it marked the largest 
deal from a Japanese SSA issuer since the borrower’s own $2.5 
billion dual tranche deal a year prior. In May 2014, JBIC raised a 
$2.5 billion dual tranche note to fulfill its annual international 


program amid a relatively low U.S. Treasury yield environment. 
Ultimately, JBIC received a total order book of $6.1 billion from 
around 180 accounts. Although the May 2014 transaction 
structured the five-year as the larger tranche at $1.5 billion, the 
10-year tranche attracted slightly more investors, with a book of 
$3.1 billion versus the five-year book of $3 billion. 

The recently issued 10-year tranche represents the second 
time the issuer has targeted this maturity in 2015. JBIC sold 
a $1 billion 2.125 percent 2025 issue at +31bps over mid- 
swaps at the beginning of the year. When the May issue was 
announced, the February deal was bid around +20bps over 
midswaps. A lead banker indicated, however, that the February 
deal was heavily bid by yield starved Japanese investors, and he 
looked instead to the May 2019 to indicate fair value of + 16bps 
over midswaps on the five-year and the 3 percent May 2024 for 
fair value of +24/25bps over midswaps on the 10-year. 

“There was a new issue premium of 2bps-3bps on each 
tranche,” the bookrunner said. “There wasn’t much price sensitivity, 
but the objective was to get size done. In the past, they’ve started 
with a large concession, then moved quite a way to the final level. 
As they’ve established a fuller and more liquid secondary curve, it 
removes the requirement to start so wide.” — liana Stone 
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Japan Bank for International Cooperation (JBIC) is a policy-based 
financing institution wholly owned by the Japanese Government, which 
has the purpose of contributing to the sound development of Japanese 
and international economies. 

JBIC continues to be a provider of quality liquidity to the market. 

We thank you for your ongoing trust. 


• 100% Japanese Government-owned 

• Frequent and leading issuer of international bonds explicitly 
guaranteed by the Japanese Government since 1983 

• Its Government-guaranteed bonds are zero-risk weighted 
under BIS regulations 

• A1 / Moody’s AA- / S&P (August 2015) 
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JAPAN BANK FOR INTERNATIONAL COOPERATION 

4-1 Ohtemachi 1-chome, Chiyoda-ku, Tokyo 100-8144, JAPAN 

Tel: +81-3-5218-3304 
Fax: +81-3-5218-3960 
Web: www.jbic.go.jp/en 
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arrowhead points the way 
to new market vitality 


Markets have changed since Tokyo Stock Exchange introduced the 
arrowhead trading system in 2010, And we've evolved to stay ahead, 
relaunching arrowhead on a robust new platform on September 24, 2015, 
to make the Tokyo market even more accessible and attractive. 

Enhanced market reliability: new functions address risks associated with 
electronic and high-speed trading. 

Enhanced trading convenience: revised rules and global- standard 
features ensure greater international compatibility. 

Enhanced system capabilities: improvements in speed, processing 
stability and capacity reduce response time and increase resilience to 
surges in order volume. 

With improved support for high-speed trading and the capacity to handle 
larger order flows, arrowhead is driving new vitality at Asia's premier stock 
exchange. So take another look at Tokyo, and experience the advanced 
new arrowhead system live. 


JPXA <go> 
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TOKYO STOCK EXCHANGE 
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He shared a cave in 
exile with China’s 
future president 
during the Cultured 
Revolution. Now 
Wang is Xi’s 
corruption fighter, 
economic whisperer, 
and de facto deputy. 
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Once a refuge for Mao Zedong's Red 
Army, the caves overlooking remote 
Yan'an City lure tourists who are 
mostly interested in reliving China's 
revolutionary past Search closer, 
though, and the pockmarked yellow 
hills hold clues to ties binding 
present-day China's two most 
powerful men as they battle forces 
shaking their country and the world. 


Locked away in a village compound, 
accessible only by climbing over a pig- 
sty wall, stands a monument to 20,000 
young people from elite families who, 
in 1969, were sent to labor here on Mao’s 
orders during the Great Proletarian Cul- 
tural Revolution. Like Mao a generation 
earlier, they lived in caves, sometimes 
huddling together for warmth. 

Xi Jinping and Wang Qishan, who 
would have been students had schools 
not been shut down during that anarchic 
time, bonded in a cave a few meters from 
the monument; they even shared a quilt 
once. Today, they live and work among 
the pavilions and palaces of Zhongnan- 
hai, the vermilion-walled leadership 
compound that abuts Beijing’s Forbidden 
City. Xi, now 62, needs no introduction. 
Increasingly seen as the most power- 
ful leader since Mao, he has held center 
stage as Communist Party general secre- 
tary since 2012 and as China’s president 
since 2013. The less-well-known Wang, 
67, is Xi’s most trusted enforcer— a trou- 
bleshooter who’s earned the nickname 
“Jiuhuo Duizhang,” or “Captain of the 
Fire Brigade.” 

The versatile Wang— a histori- 
an-turned-banker with a taste for popu- 
lar Western culture that runs to critiquing 
the various actors who’ve played Mr. 
Darcy in Pride and Prejudice adapta- 
tions— is now fighting wildfires on two 
fronts. For the past three years, he’s been 
the high-profile spearhead of the big- 
gest anti-corruption purge in the 66-year 
history of the People’s Republic. And, as 
hard as it is to decipher China’s secretive 


leadership machinations, it seems Wang 
is also increasingly a key behind-the- 
scenes player in Xi’s efforts to stabilize 
the Chinese economy and end stock 
market upheavals that in August sparked 
global financial turmoil. 

Normally, Wang’s graft-busting day 
job would be responsibility enough. De- 
claring that venality now threatens the 
party’s existence, Xi has staked his polit- 
ical legacy on conquering it. Such is the 
barely conceivable scale of corruption 
and theft of state assets that it could be 
costing as much as $500 billion a year, 
according to former U.S. Treasury Sec- 
retary and Goldman Sachs Chairman 


Henry Paulson in Dealing With China, his 
memoir published in April. Then there’s 
corruption’s human toll: In August, for 
example, at least 173 people died in explo- 
sions at a chemical warehouse in Tianjin; 
the official Xinhua news agency reported 
that one of the owners, a son of a former 
police chief, had used his connections to 
bypass safety regulations. 

Wang has responded on a spectacu- 
lar scale. Since assuming command of 
the Orwellian-sounding Central Com- 
mission for Discipline Inspection, Wang 
and his agents have swooped down on 
100,000 party officials high and low— “ti- 
gers and flies,” as Xi calls them. The tigers 
include more than 100 top-level govern- 
ment officials, senior executives of state- 
owned companies, and military brass. 
In June, Wang bagged his biggest prey 
when Zhou Yongkang, 72, former head 
of the country’s vast security apparatus, 
was jailed for life after admitting he ac- 
cepted bribes. 

“Xi Jinping believes that curbing cor- 
ruption is essential for the survival of 
the Communist Party, so it shouldn’t be 
surprising to anyone that he has gone to 
Wang Qishan to drive this,” Paulson, who 
has known Wang for 20 years, says in an 
interview. “Wang is a first-rate politician 


Wang, left, and Xi confer at the Great Hall 
of the People in Beijing earlier this year. 



in addition to being a reformer, someone 
who understands how to make a system 
work to get things done .” In his memoir, 
Paulson remembers talking to the “spot- 
less” Wang about a spree of photos on 
social media that showed government of- 
ficials wearing wristwatches worth many 
times their salaries. Wang showed Paul- 
son his own watch— aging and nonde- 
script. “He said he changed the battery 
every year, the band every two years, and 
he had replaced the crystal three times,” 
Paulson wrote. 

On the financial front, as China’s econ- 
omy falters and capital markets tremble, 
analysts such as Cheng Li, director of the 
John L. Thornton China Center at the 
Washington-based Brookings Institution, 


in the leadership who really understand 
finance and the economy. Most of the 
people in the Finance Ministry and Cen- 
tral Bank are his proteges or his friends, 
so it is very natural that people will con- 
sult him.” 

As Li suggests, that makes Wang 
one of the world’s most influential fig- 
ures. Wang didn’t respond to requests 
to be interviewed for this article, but 
an analysis of Wang’s track record and 
interviews with his friends, including 
Paulson, suggest that Wang is a commit- 
ted, iron-nerved market reformer. He 
seems unlikely to be panicked into urg- 
ing more of the disastrous state interven- 
tion that exacerbated the summer stock 
market crash. 


r 



Former U.S. 
Treasury Secretary 
Henry Paulson 

and then-Vice 
Premier Wang 
pose together at 
the U.S.-China 
Strategic and 
Economic Dialogue 
in Beijing in 
December 2008. 


say Xi may also be tapping Wang’s finan- 
cial expertise. Officially, Wang ranks sixth 
in seniority in China’s seven-member de- 
cision-making Politburo Standing Com- 
mittee, well behind Premier Li Keqiang, 
the official No. 2. But in reality, Wang is 
second only to Xi, Cheng Li says. “Peo- 
ple talk about a Xi-Li government, but 
it’s really Xi-Wang,” Li says. “That they 
are aligned is the most important factor 
in Chinese politics in recent years. Xi is 
the boss, but Wang is one of the very few 


In the 1990s, as executive chairman of 
China’s first investment bank, China In- 
ternational Capital Corp., Wang launched 
a wave of initial public offerings of state- 
owned companies. He surprised Western 
bankers with his bold decisions. Bypass- 
ing Morgan Stanley, then a major share- 
holder in CICC, he appointed Goldman 
Sachs to arrange the landmark share sale 
of China Telecom. Then, when the 1997 
Asian currency crisis sent markets plung- 
ing, Wang ignored Goldman’s advice to 


lower the offer price and successfully 
held out for the $4.22 billion he had been 
seeking. 

In 2003, Wang also displayed a mea- 
sure of transparency uncommon in high 
party circles when the government para- 
chuted him into Beijing as acting mayor 
to successfully fight a SARS outbreak his 
predecessor had covered up. He stayed 
on to oversee preparations for a flawlessly 
executed 2008 Summer Olympics. For 
five years after that, Wang served as vice 
premier in charge of the economy and fi- 
nance; in the darkest days of the global 
financial meltdown, he headed Beijing’s 
delegation to the U.S.-China Strategic 
and Economic Dialogue. It makes sense 
that Xi would want Wang at his side now 
at “a time of near crisis,” says Willy Lam, 
a senior fellow at the Washington-based 
Jamestown Foundation. “He’s decisive 
and takes quick action.” 

That hasn’t been a hallmark of China’s 
leadership this year. During previous eco- 
nomic upheavals, including the one in 
2008, Wall Street applauded Beijing for 
acting decisively. This year, though, Chi- 
na’s leaders lost the confidence of inter- 
national investors by appearing confused 
and unsure as stocks plunged the most 
since 1996. At the same time, government 
attempts to transform China’s economy 
from one driven by state investment and 
exports to a consumption-based model 
have stumbled, with growth dipping from 
an average of 9.9 percent annually from 
1978 to 2014 to an estimated 6.6 percent 
in July. 

Ironically, Wang’s anti-corruption 
campaign is, in the short term, a brake 
on growth. Government decision makers 
are so afraid of Wang that they’re avoid- 
ing awarding tenders for fear of com- 
ing under suspicion. Median estimates 
of a September 2014 Bloomberg survey 
of economists indicated that Xi’s crack- 
down would boost gross domestic prod- 
uct growth by as much as 0.5 percentage 
point— or about $70 billion— by 2020. But 
before that happens, the turmoil it’s caus- 
ing among spooked Chinese bureaucrats 
could have shaved as much as 1.5 per- 
cent, or $150 billion, off 2014 GDP growth 
alone. Bank of America Merrill Lynch es- 
timated in September. 

Chinese cadres and the country’s 
new rich are also abandoning the 
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economy-boosting conspicuous con- 
sumption they used to luxuriate in. On 
Aug. 31, the Chinese gambling enclave 
of Macau announced its GDP had con- 
tracted a massive 26.4 percent in the 
second quarter after Wang’s crackdown 
scared off high rollers who fear they’ll be 
accused of using the territory’s casinos 
to launder ill-gotten gains. On the main- 
land, luxury goods retailers and liquor 
manufacturers are feeling the pinch. And 
at Beijing’s Shunfeng Cantonese restau- 
rant chain, where miniskirted waitresses 
once served government officials suck- 
ling pig at $130 a plate and sea cucum- 
ber at $70 a portion, business is far from 
brisk. “Business is so bad we have had to 
reduce prices by 30 percent,” one wait- 
ress confides. 

For all that, the head of a technology 
firm in Beijing says corruption continues. 
Her company still pays about 100,000 
yuan ($15,700) a year to officials, she says, 
“to get things done. Officials are used to 
taking money from me, so changes can- 
not happen overnight.” 

According to Berlin-based Transpar- 
ency International’s Corruption Percep- 
tions Index, the Xi-Wang anti-graft drive 
is viewed by many as a sham. “The recent 
prosecutions in China are largely seen as 
efforts to clamp down on political oppo- 
nents of the regime as opposed to genu- 
ine anti-corruption commitments,” the 
organization said last year after relegat- 
ing China to 100th out of 175 places on the 
index, down from 80th in 2013. Brook- 
ings’s Li says the campaign can go only 
so far. “It is genuine, it is effective, but it 
is also highly selective,” he says. 

That may be, but Wang apparently be- 
lieves that failing to address official cor- 
ruption could imperil the very leadership 
of which he’s a part. Chinese state media 
have reported that after reading Alexis de 
Tocqueville’s The Old Regime and the Rev- 
olution, Wang instructed his underlings 
to read it, too, in order to understand how 
Louis XVI, one of the last kings of France, 
lost legitimacy (and his head) by allowing 
rampant inequality. 

Wang, a slightly built figure with a 
gaunt, expressive face and a sometimes 
unruly comb-over, has spoken to some 
of his foreign contacts about the trials of 
being fireman-in-chief. In April, when he 
met with a small group of academics, he 



Xi, pointing, visits the cave dwelling 
in Yan’an where he spent part of the 
Cultural Revolution. 


graphically described the task as diffi- 
cult but doable, like surgically removing 
your own appendix without anesthesia, 
according to a transcript of the meet- 
ing posted on the Internet by one of the 
attendees. 

People who have met Wang portray 
him as an enigmatic figure: fearless, 
puritanically incorruptible, yet warm 
and humorous. “He likes people, but it 
is more than that: He wants to under- 
stand what makes them tick, the cultural 
differences,” says Paulson, who’s now 
chairman of the Paulson Institute at the 
University of Chicago. “He is one of the 
few senior officials that you could actu- 
ally become friends with,” says tycoon 
Ren Zhiqiang, a contemporary of Wang’s 


'Xi is the boss, but 
Wang is one of the very 
few in the Leadership 
who really understand 
finance/ says 
Brookings's Cheng Li. 


at Beijing No. 35 junior high school. Ren, 
founder of Beijing-based Huayuan Prop- 
erty, doubles as a social-media commen- 
tator with 30 million followers, often 
using his microblog to criticize govern- 
ment policy, including the anti-corrup- 
tion campaign. Ren says Wang harbors 
no grudges: “He still invites classmates 
like me to Zhongnanhai because he 
wants to know the real thinking of ordi- 
nary people.” 

Wang himself is far from ordinary. His 
wife, Yao Mingshan, is the daughter of 
former Vice Premier Yao Yilin. Their 1976 
marriage gained him admission to the 
so-called princeling circle, the elite that 
comprises children of former leaders. Xi 
Jinping, son of former Vice Premier Xi 
Zhongxun, is also a princeling, further 
cementing the Xi-Wang bond. 

Wang was born in 1948, the year before 
Mao’s victory over the Nationalist gov- 
ernment, whose leadership fled 
to Taiwan. He grew up in Beijing, 
where his father was a senior gov- 
ernment engineer. At Beijing No. 
35, Wang was already secretary 
of the Communist Party Youth 
League, says Ren. Then, in 1966, 
Mao unleashed the decade-long 
Cultural Revolution that purged 
intellectuals. 

Wang’s father was forced to 
clean toilets, according to Paul- 
son. Three years later, Wang joined 


the exodus to the countryside, where, 
along with his wife-to-be, he ended up at 
impoverished Kangping village outside 
Yan’an, in Shaanxi province, 1,000 kilo- 
meters (620 miles) west of Beijing. “The 
experience made me understand what 
the word hungry means,” he was quoted 
as saying years later by state media. 

Around the same time, Xi Jinping, 
then 16, was also dispatched to the coun- 
tryside after his prominent father was 
jailed. Xi ended up at Liangjiahe, 50 ki- 
lometers from Kangping. Wang, who 
would have known of Xi’s father, became 
a de facto elder brother to Xi and the pair 
would swap books at a time when read- 
ing material was rare, according to Ren. 
In 1971, Wang wangled a job as a mu- 
seum guide. He gained a history degree 
from Northwest University in Xi’an and 
then, in 1979, returned to Beijing as a re- 
searcher at the Chinese Academy of So- 
cial Sciences. A meteoric rise followed. By 
1994, Wang was governor of China Con- 
struction Bank, which the following year 
formed a joint venture with Morgan Stan- 
ley to create CICC. Wang became execu- 
tive chairman. 

As Paulson says in his book, Wang was 
never just a banker. He was committed to 
reforming China’s money-losing state- 
owned enterprises and turning them into 
profitable, publicly listed companies. He 
invited Goldman to become CICC’s main 
international partner in China Telecom’s 
1997 IPO. 

Paulson speculates that Wang and 
Morgan Stanley fell out because they 
had approached the joint venture with 
different expectations. “Perhaps Mor- 
gan Stanley wanted to run a successful 
local operation pursuing domestic busi- 
ness that purely foreign banks couldn’t 
touch,” Paulson wrote in his memoir. 


’Wang is a first-rate 
politician in addition 
to being a reformer, 
someone who 
understands how to 
make a system work,' 
says Henry Paulson. 


“Wang Qishan had bigger game in mind: 
He wanted to modernize a country.” 
John Mack, who in 1997 was Morgan 
Stanley’s president before rising to be- 
come chairman and CEO, says the in- 
vestment in CICC was a success and 
that Morgan Stanley won more than its 
share of deals in China; the most likely 
reason Wang chose Goldman for China 
Telecom was to spread the deals around. 
“No investment bank is allowed to domi- 
nate in China,” says Mack, who remains 
an adviser to Morgan Stanley— and a 
friend of Wang. “We worked together to 
create CICC,” says Mack. 

Four months before the IPO, the Asian 
financial crisis struck. Hong Kong’s mar- 
ket plunged 40 percent. When Goldman 
wanted to lower the offer price, Wang in- 
sisted on HK$11.80 a share. Wang turned 
out to be right, Paulson acknowledges. 
The following year, again working in tan- 
dem with Goldman, Wang successfully 
cleaned up what was then the country’s 
largest bankruptcy by restructuring $6 
billion owed to foreign creditors by state- 
owned Guangdong Enterprises Holdings. 

But perhaps the most dramatic exam- 
ple of Wang’s firefighting came when the 
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SARS virus appeared and Beijing 
became mainland China’s most 
affected city, with 191 fatalities. 
Instead of admitting the extent 
of the crisis, Beijing’s then-mayor 
attempted to conceal it, grossly 
underreporting cases. 

Inevitably, the true scale of the 
calamity emerged. The mayor was 
sacked, and Wang flew in from 
China’s southernmost province, 
Hainan, where he had been party 
boss. “His straightforward, candid 
response saved the day,” Paulson 
writes. “He shut schools, quaran- 
tined thousands of people, released accu- 
rate case numbers, and designated new 
SARS-only hospitals.” One such facility 
was built in eight days. Two months later, 
the World Health Organization declared 
the epidemic in Beijing over. 

Now, Wang faces the twin challenges 
of corruption and an unsteady econ- 
omy. “He is bold, he is skillful, and he 
has a great sense of timing,” Li says. 
“But no one knows whether that will 
be enough because the challenges are 
extraordinary.” 

What drives Wang, like Xi, is the pres- 
ervation of the Communist Party above 
all else, which may explain why neither 
man has any interest in changing Chi- 
na’s political system. According to the 
transcript of Wang’s meeting with the ac- 
ademics in April, he dismissed the idea 
of creating a Western-style independent 
judiciary in China: “That is impossible. 
The judiciary has to be under the Com- 
munist Party.” 

For Wang and Xi to hold such views is 
understandable, given their background, 
Ren says. “They are from revolution- 
ary families, and they hold a similar be- 
lief that they must not ruin the regime 
founded by their fathers,” he says. A stern 
reminder of that belief confronts every- 
one entering the Zhongnanhai leader- 
ship compound through the main New 
China Gate. There, a giant slogan in red 
and white proclaims, “Long Live the 
Great Communist Party of China!” For 
now, the job of ensuring longevity is very 
much in the hands of the Captain of the 
Fire Brigade. au 

With assistance from Ting Shi and Keith Zhai. 
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Jonathan Gray 

GLOBAL HEAD OF REAL ESTATE, BLACKSTONE GROUP 


*I r d Like to Buy 
Some Houses 
and Hotels' 


If you happen to find your- 
self in a hotel or office build- 
ing in any major city, the roof 
overhead may very well be- 
long to Blackstone, thanks to 
Jonathan Gray. The 45-year- 
old board member has 
helped the world’s largest al- 
ternative asset manager ex- 
pand beyond private equity 
and hedge funds to become 
one of the biggest landlords 
around, with stakes in every- 
thing from Hilton Worldwide 
and Chicago’s Willis Tower 
to La Quinta. (He’s also made 
himself a potential heir to top 
dog Steve Schwarzman in the 
process.) Gray’s business, as 
these highlights attest, has 
been a major driver distanc- 
ing Blackstone from its rivals. 

JASON KELLY 



HOTEL ROOMS 


Blackstone hotels— 
from the affordable 
(Motel 6) to the fancy 
(The Cosmopolitan of 
Las Vegas)— have more 
than 300,000 rooms. 


SINGLE- 
FAMILY HOMES 

Blackstone ranks as 
the largest owner 
in the U.S., with 
50,000 houses. 

i 


RETAIL SPACE 


Blackstone controls 
161 million square feet 
(15 million square 
meters) globally. Gray 
added malls in Spain and 


Portugal earlier this year. 




WALDORF ASTORIA 




Deal Value $1.9 Billion 

In February, Blackstone sold 
the famed New York hotel to a 
Chinese insurance company for a 
record price. 




WILLIS TOWER 



1 

Purchase Price $1.3 Billion 

Blackstone bought the Chicago 
skyscraper (formerly the Sears 
Tower) in March. 


HILTON WORLDWIDE 


<®> 

Stake Value $11.5 Billion 

Blackstone remains its largest 
shareholder after buying it in 2007 
and taking it public in 2013. 
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Efl Ken Griffin 


Founder, Citadel 

Walloped by the financial crisis, Griffin put 
on 20 pounds. Now, at 46, he’s lean again, 
managing $26 billion (a personal record), and 
has signed up former U.S. Federal Reserve 
Chairman Ben Bernanke as an adviser. Griffin is 
using his wealth to shape U.S. politics: He gives 
big, usually to Republicans. Earlier this year, he 
gave $200,400 to the National Republican 
Senatorial Committee and $100,000 to Right 
to Rise, the super political action committee 
supporting Jeb Bush’s presidential campaign. 


SJohn Stumpf 
CEO, Wells Fargo 

With forecasters predicting one of the largest 
expansions in the history of the U.S. housing 
market over the next decade, Stumpf, 62, is 
sitting pretty at the top of the nation’s largest 
mortgage lender. Last year, Wells Fargo 
surpassed Citigroup’s 2001 record as the most 
valuable U.S. bank ever. 


Wang 3ianUn 




Billion 



The size of Greek government 
debt persuaded Lagarde to try 
to talk sense into Europeans 
assembling a third Greek rescue 
package. Her ultimatum: We 
won't throw money at the Greeks 
unless you're prepared to offer 
them some debt relief, too. 


Founder, Dalian Wanda Group 

Already mainland China’s richest man— and No. 
1 5 in the world— with a fortune of $33 billion, 
the 61 -year-old property and movie mogul has 
even grander visions: “I give myself six more 
years to make Wanda a world-class company in 
the league of Microsoft and Wal-Mart.” 


MANAGING 
DIRECTOR, 
INTERNATIONAL 
MON ETARY 
FUND 


Clang Jiar.qing 



Chairman, Industrial & Commercial 
Bank of China 

$3.0 Trillion 

Total assets held by ICBC, 
more than any other financial 
institution in the world 


Simmy Lai 


Founder, Next Media 

The pro-democracy tycoon is the founder of 
Next Media, the loudest voice of anti-Beijing 
protest in Hong Kong. “When it comes to media 
influence, Rupert Murdoch is a toddler compared 
to Jimmy,” says Robert Chow, a political foe 
of Lai. “While Murdoch tries to control things 
from the shadows, Jimmy is right out there.” So 
much so that Lai was on the front line during 
last year’s street protests, braving tear gas, 
pepper spray, and, once, pig entrails hurled by 
unidentified men. 
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Africa’s 

Richest 

Man 

Looks 

Abroad 


He’s feted like royalty. He has businesses ranging 
from cement to sugar to energy in a dozen sub-Saha- 
ran countries. He’s a fixture at elite gatherings such as 
the World Economic Forum in Davos, Switzerland. No 
African has ridden the continent’s halting march out 
of poverty toward potential prosperity as spectacu- 
larly as its richest person, the Nigerian industrialist 
Aliko Dangote. 

Dangote’s clout extends beyond the boardroom and 
the high-flier dinner circuit. In March, as votes were 
tallied in Nigeria’s presidential election, Dangote, 58, 
served as an intermediary between the camps of the 
incumbent, Goodluck Jonathan, and his ultimately 
victorious rival, Muhammadu Buhari. “There’s no 
question that he is quite an exceptional person— not 
only in Africa but globally,” says Mark Mobius, chair- 
man of the emerging-markets group at Franklin Tem- 
pleton Investments. 

Today, Dangote is seeking to export his business em- 
pire and his influence beyond his terror-racked and 
corruption-riddled home country. Nigeria is responsi- 
ble for about 85 percent of his fortune, which stood at 
$13.9 billion as of Sept. 9, according to the Bloomberg 
Billionaires Index. He’s planning new cement facto- 
ries across Africa and as far afield as Nepal and Brazil. 
He’s considering taking Dangote Cement public on the 
London Stock Exchange and has even floated the idea 
of buying his beloved Arsenal, a top-ranking soccer 
club in the English Premier League. “I’m surprised I’m 
getting even four hours of sleep a day,” Dangote says. 
“We’re going ahead full steam.” 

The wealth Dangote has amassed is particularly con- 
spicuous in a country as poor as Nigeria, which the In- 
ternational Monetary Fund ranked 122nd in the world 
in gross domestic product per capita last year. “You 
really see the inequalities,” then-president Jonathan 
said in May last year at a World Economic Forum con- 
clave in Abuja, the Nigerian capital. Citing Dangote by 
name, Jonathan said, “Income distribution is skewed 
toward a few people.” 

Dangote says his critics are being churlish. “Instead 
of studying how Dangote succeeded, they’re busy com- 
plaining,” he says. When he says that, he’s speaking 
above the thrum of his private jet as it makes its way 
back home to Lagos from Addis Ababa after an hourlong 
meeting with Ethiopian Prime Minister Hailemariam 




Ly 




Desalegn. But compared with the lifestyles of some 
tycoons, Dangote’s is understated. Divorced from his 
wife, the mother of his three adult daughters, he lives 
on Lagos’s Victoria Island. It’s one of Africa’s most ex- 
pensive neighborhoods, but the home is far from lav- 
ish. Adjacent to a Mitsubishi dealership, the house is 
sparsely decorated, with a modest half-moon-shaped 
swimming pool set in a small garden. 

Dangote grew up in the city of Kano on the edge 
of the Sahara, raised by his maternal grandfather, a 
wealthy rice and commodities trader. In his early 20s, 
he left for Lagos in search of fat profits buying and sell- 
ing sugar, textiles, and cement in the fast-growing city. 
Soon, he was earning enough “to buy a Mercedes 200 
every day,” he says. These days, he’s fallen on what are 
for him hard times. His net worth has tumbled by some 
$10 billion in the past two years because of the crash in 
the price of crude and unrest in Nigeria. Even so, he re- 
mains characteristically upbeat. His setback? “An acci- 
dent,” he says. “I’m very confident that in the next two 
years, you won’t even remember it.” PAUL WALLACE 
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Michael Kim 

Founder, MBK Partners 

Big-name private equity firms have recently 
turned their gaze to South Korea— but they’ll 
struggle to overcome the head start of Kim, who 
has both a strong track record and unmatched 
connections on his home turf. 


m Sohn Taylor 

See page 44. 




Blythe 

Masters 


CEO, DIGITAL 
ASSET HOLDINGS 


When Masters says the 
blockchain— the code 
behind bitcoin— has the 
potential to transform 
financial transactions, 
people listen. A former 
managing director 
at fJPMorgan Chase, 
Masters has assumed 
a leading role in what 
might be the biggest 
fintech play of them all. 


Elizabeth Holmes 

Founder, Theranos 

Here’s the other way to operate a unicorn— you 
know, a tech startup with a valuation of more 
than $1 billion: Do groundbreaking work, collect 
additional expertise and funding as needed, stay 
out of the spotlight. Theranos’s inexpensive 
finger-prick blood-testing technology is a 
serious challenge to traditional providers of 
lab services, which is why this low-visibility 
company is valued at $1 0 billion. 


Sane Gladstone 

Senior Managing Director, Evercore Partners 

In the world of exchanges and, increasingly, fin- 
tech, you want a seat at the table— specifically, 
the table at Gladstone’s annual dinner in Boca 
Raton, Florida, held during the yearly meeting of 
the Futures Industry Association. “People were 
practically climbing down the chimney to get to 
that dinner,” Roger Altman, founder and chair- 
man of Evercore, said about the 201 3 affair. 


m Ruchir Sbarraa 

See page 100. 


§ ^ George Osborne 

I U.K. Chancellor of the Exchequer 

js 

° When Osborne was named chancellor of the 
^ Exchequer in 201 0 at the age of 38, Britain’s 
| pundits ridiculed him as a smug, noble-born pol. 
£ Now, Osborne is a leading contender to sue- 
ts ceed David Cameron as the Conservative Party’s 
§ leader and its candidate for prime minister 
£ in 2020, thanks to his handling of the U.K. 

3 economy. It’s expanded for 1 0 straight quarters, 
o with unemployment falling to a seven-year low 
E of 5.5 percent in July. 


CD i 

< 

CL 

< 

| Richard Thaler 

< 

| Professor, University of Chicago 
1 Booth School of Business 

O 

DC 

£ In his new book, Misbehaving, a folksy explana- 
S tion of his brand of behavioral economics, Thaler 
J says he’s fascinated by “the myriad ways in 
U which people depart from the fictional creatures 
U that populate economic models.” As head of the 
o American Economic Association, he dispenses 
£ his jabs from a lofty pulpit. 




The Ibrahim Index of African Governance is 
an unequaled tool for assessing the investing 
environment on the second-most-populous 
continent. Uust as important, from Ibrahim’s 
point of view, the Index requires those who use it 
to see the particular and distinct qualities of the 
52 nations it evaluates. “What people need to do " 
Ibrahim says, “is spend a little time looking at the 
granularity of what’s happening in Africa,’’ 
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He Sees 
Signs 

Cllin& IS it was 199 ^ the year India be- 

‘Out of gan opening its economy to 

Control' outside investment. Ruchir 

Sharma had lived in Singapore, 
where his father held a diplo- 
matic post and he went to school. His experience there, 
as the city-state was being transformed by extraordi- 
nary growth, sparked a passion for global economics 
and investing. Now, while waiting to enroll at Sri Ram 
College of Commerce in Delhi, Sharma wrote about 
what was on his mind and sent a piece to one of India’s 
business dailies. The Observer, which published it. The 
editors at the Economic Times, the country’s largest 


Sharma 


business paper, liked what they saw and asked him to 
contribute regularly. At 18 years old, Sharma was off 
and running on a career as a chronicler of— and inves- 
tor in— emerging markets. 

“The honest truth is that I did not reveal to the ed- 
itors what my age was,” Sharma says, laughing. His 
newspaper columns got him noticed by Morgan Stan- 
ley, which hired him as a junior portfolio manager in 
Mumbai in 1996. Today, Sharma, 41, lives in New York 
and oversees $25 billion as head of emerging-markets 
equities for the firm’s money management arm. And 


HEAD OF EMERGING 
MARKETS AND GLOBAL 
MACRO, MORGAN 
STANLEY INVESTMENT 
MANAGEMENT 


he still writes frequently for global publications. In 
2012, his Breakout Nations: In Pursuit of the Next Eco- 
nomic Miracles became an international best-seller. 

Count Sharma among those who worry that China’s 
leaders have lost their grip on the $10 trillion economy. 
Their failure to keep an exuberant stock market from 
unraveling is worrisome, he says. “For the first time, 
you’ve got this sign that something is out of control.” 
China, he says, could push the world economy into its 
next recession. 

For Sharma, a former competitive sprinter who still 
works out six days a week, one lesson learned over the 
years spent tracking emerging markets is that success 
is never permanent. Nations, he says, need to keep 
reinventing themselves. yoolim lee 
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‘Before I 
did improv 
training, , 


I put 174 people 
into comas with 
PowerPoint.’ . 


‘Before I did 
improv training, I put 
174 people into comas 
with PowerPoint, 


~ and that was ^ 
the whole 
foreign-exchange 
^ department.’^ 


‘The whole 
foreign-exchange 
department loved 
^ this exercise.’ j 


‘The whole 
foreign-exchange 
department loved 
this exercise, 


which makes 
you listen to your 
colleagues because you 
have to repeat what 
k. they say.’ 



‘You have to 
repeat what they say, 
even if they say they 
love PowerPoint.’ 


PHOTOGRAPHS BY BRIAN SORG 


Trainers and executives 
from Second City Works 
do an improv exercise 
called repetition. At the 
upper left is managing 
partner Steve Johnston. 


ANTHONY 

EFFINGER 






ALI KHAN IS A CORPORATE NINJA. He has a black belt in Lean Six Sigma, an amalgam of 
two hypermethodical management systems developed by Toyota (Lean) and Motorola (Six Sigma). 

Khan is all in: To get his belt, he had to pass 13 exams proving he could read a Pareto chart and 
use Kanban analysis. As a Lean Six Sigma process director at Sun Life Financial in Toronto, he 
teaches the stuff. But he recently had his mind blown by another, more unusual corporate tool: 
improvisational theater. 

In April, a team of actors from The Second City, the Chicago theater company that launched 
Steve Carell, Amy Poehler, John Belushi, and Gilda Radner, came to Sun Life to help lead three 
days of training. At one point, an actor mimicked putting something imaginary at Khan’s feet and 
said: “Here is a box. What’s in it?” 

“There’s a flower inside,” Khan said. 

“What do you want to do with it?” 

“I want to give it to you.” 

Khan, 43, describes the simple exchange in tones of the sublime, as though it changed his life. 
And in fact, it did, he says. In another exercise, everyone clapped whenever a Sun Lifer said some- 
thing. “You know it’s not real, but it feels awesome,” Khan says. And it led him to this: “Instead of 
judging your co-worker, you collaborate. You build on each other’s capabilities.” 

Few hard-charging business leaders have put imaginary boxes at their employees’ feet (or paid 
anyone else to), but they should, says Steve Johnston, managing partner at Second City Works, 
the theater’s corporate-training subsidiary. Clients, including Google, Farmers Insurance, and 
Dow Chemical, are using improv techniques to 


foster communication, collaboration, and cre- 
ativity. These are not necessarily skills MBAs 
are learning in business schools. “They come 
out really strong on the quant skills,” Johnston 
says, “but not so much on the soft ones.” 

So what is improv, exactly? Say the word to 
later baby boomers and Gen Xers and you con- 
jure memories of comedians on TV’s An Eve- 
ning at the Improv. Almost none of that was 
improv, though. It was performers doing jokes 
they had rehearsed for months. True improv 
was born during the Depression in the slums of 
Chicago, where a woman named Viola Spolin 
used what she called theater games to help im- 
migrant children assimilate. 

Her son Paul Sills and two friends appropri- 
ated the games and turned them into a comic 
art at The Second City, a theater they opened 
in an old Chinese laundry in 1959, aiming 
their split-second satire at Eisenhower, sub- 
urbia, and fallout shelters, according to The 
Second City Unscripted: Revolution and Revela- 
tion at the World-Famous Comedy Theater, by 
Mike Thomas. A year after the founding of the 
theater. The Second City started a workshop 
for training its actors. In 1985, it started train- 
ing anyone willing to pay tuition. 

One of the first people to use improv to 
loosen up corporations was Gary Hirsch, a Port- 
land, Oregon, artist who plies his craft on local 
stages. In 1996, he was selling T-shirts inked 


with his work and caught the eye of a British advertising executive 
named Robert Poynton, who called Hirsch for a meeting the next day 
and asked him what else he did. 

It’s not hard to see how Poynton would be taken with Hirsch. Built 
like a bald fireplug with a well-used gym membership, the 50 -year- 
old has enough energy to power a Tesla Model S. He paints, he illus- 
trates, and, as he told Poynton that day, he does improv. 

“Can you do it with 90 people at a large ad agency in two months?” 
Poynton asked. Sure, Hirsch said, and he did. Shortly after, the pair 
started On Your Feet, an improv-based corporate-training firm. 

From there, Hirsch and a group of improv believers under his direc- 
tion took the show to other companies: Intel, Nike, Disney, Daimler. 
They’ve even done sessions at General Electric’s vaunted Crotonville, 
New York, center, the Shaolin Temple of corporate training. 

Lori Heino-Royer, director of business innovation at Daimler’s 
truck unit in Portland, brings in OYF six times a year to work with ex- 
ecutives, leading them through games like Swedish Story, in which 
they’re told to spin a yarn on the fly with words that people shout 
from the audience. It forces people to think quickly. 

Woody Allen once said that 80 percent of success is showing up. 
Hirsch says improv works because you have to really show up— and 
pay attention. “Being relentlessly present is a survival mechanism 
for life, but people don’t remember it,” Hirsch says. “They don’t think 
about it, and they spend a lot of time preparing for things that don’t 
happen and being freaked out by things that do.” 

Improv’s promise is that being present will mean noticing more and 
listening better, which in turn will lead to richer communication and. 


ONE ACTOR SAYS, 

AN ALLIGATOR CANE OUT OF THE SWAMP.’ 

THE NEXT ONE SAYS, 

YES, AND THE SADDLE IN NY GARAGE HAPPENED TO FIT HIM.’ 
SAYING NO’ OR RET’ IS ODT OF THE QUESTION IN IMPROV. 


ultimately, better collaboration and more creativity. That’s the trifecta. 

On Your Feet has a game called Three Favorites, in which participants 
list three things they like a lot and then combine two of them to form new 
business ideas. Mashing up Bollywood music and grocery stores led one 
group of clients to imagine a sound system on which mariachi bands play 
in the Mexican food section and cows moo in the dairy case. 

There’s also Phone a Friend, in which a group brainstorms about a topic, 
like compensation. Then everyone in the group gets 15 minutes to reach a 
friend who works in a different industry and ask how he or she handles it. 
In one session, on staffing, a participant called a friend at the National Bas- 
ketball Association, who told him about the 10-day contracts teams use to 
try out players. The person went back to the group and proposed that com- 
panies could use them, too. 

The Second City got into the market in 2002. In the decades since its 
founding, it had built a nice little business doing entertainment for cor- 
porate parties. Then the Sept. 11 attacks happened, and that market dried 
up. The Second City found itself competing with Neil Diamond imperson- 
ators for scarcer dollars. So it, well, improvised. 

Andrew Alexander and Len Stuart, the Canadian co-owners of the com- 
pany, started a division to use improv to craft advertising campaigns. They 
hired an ad man named Tom Yorton to run it. Yorton, too, pivoted, push- 
ing the company into something else entirely: corporate training. The di- 
vision became Second City Works. It now has 35 full-time employees and 
taps a further 150 improv teachers, writers, actors, and directors. Second 
City Works also makes corporate-training films, called RealBiz Shorts. 

“This all comes from our core— using the tenets of improvisation,” 
Alexander says. Altogether, The Second City has annual revenue of $50 
million and is growing quickly. 

Improv is one of hundreds of methods used to train people these days. 
Leaders and their workers are coached, lectured, numbed with Power- 
Point presentations, and taken into the wilderness. Richard Olivier, son 
of Laurence, uses Shakespeare plays to teach leadership through a system 
he calls Mytho drama. 

They are all essentially trying to get people to the same place. But Dan- 
iel Pink, author of a series of management books, including the best-seller 
To Sell Is Human, says improv is uniquely suited to our times. National 
Cash Register succeeded in the late 1800s because founder John H. Patter- 
son required salesmen to memorize scripts that had proven results. These 
days. Pink says, anything that can be scripted can be automated. All that 
matters now is the unscripted stuff— unexpected questions, personal con- 
nections. “There’s only one technique out there for what to do when you 
don’t have a script: improv,” he says. 

The improv folks keep things simple. Simple games, simple equipment, 
simple concepts. They don’t talk about even one sigma, much less six. 


Second City distills the whole practice down to 
“Yes, and ...” In improv, that’s how scenes build. 
One actor says, “An alligator came out of the 
swamp.” The next one says, “Yes, and the saddle in 
my garage just happened to fit him.” Saying “no” or 
“but” is out of the question in improv. 

“ c Yes, but’ is just ‘no’ in a tuxedo,” says Alan 
Bernick, chief legal counsel at the window maker 
Andersen. He brought Second City in to help com- 
municate the company’s code of conduct to its top 
100 leaders in a memorable way. 

For Hirsch, improv comes down to “everything is 
an offer.” In his book Do Improvise, Poynton (who 
now grows olives and teaches in Spain) writes: “To 
see everything as an offer means to regard every- 
thing that occurs as something you can use. To do 
that, you need to really notice what’s there, not just 
cruise through life thinking about lunch.” 

All of improv is aimed at getting more ideas 
out of people’s minds and into the room. When it 
works, it’s brilliant. There’s a story that improvis- 
ers love to tell. While shooting Raiders of the Lost 
Ark in Tunisia, Harrison Ford got dysentery. On 
the day he was supposed to fight a scimitar-wield- 
ing assassin, he could barely stay out of the bath- 
room. So Ford improvised. After his opponent 
twirls and tosses his blades, Ford, looking spent, 
just shoots him. It’s one of the most memorable 
scenes in the movie. 

Hirsch and Johnston say such genius is bot- 
tled up in every worker, and you don’t need Pa- 
reto charts or Kanban analysis or any other Lean 
Six Sigma method to tap it. Ali Khan agrees— and 
he knows what those things are. He can also see 
flowers in imaginary boxes, which may be a more 
valuable skill. bm 
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Propaganda outside 
Mariel, a new base for 
private investment. 
The sign reads, c By 
order of the 
commander in chief, 
we fulfill our promise 
in Baragua.’ It refers to 
a 19th-century Cuban 
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TO GET A PIECE OF THE ACTION. 
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person taking a walk on a warm Caribbean 
night is that all of this— and anything else 
that stands to make money in Old Havana, 
and much of the rest of the country— is run 
by a man who is little known outside the 
opaque circles of Cuba’s authoritarian re- 
gime. A quiet general in the Revolution- 
ary Armed Forces, Cuba’s multibranch 
military, he has spent his life around the 
communist elite that served Fidel Castro’s 
revolution. Yet he is chairman of the larg- 
est business empire in Cuba, a conglom- 
erate that comprises at least 57 companies 
owned by the Revolutionary Armed Forces 
and operated under a rigid set of financial 



o 

MAR EVERLENY PEREZ 

is eager to show me how far Raul Castro’s 
overhaul of Cuba’s socialist economy has 
advanced, and so, on a muggy evening 
in August, the 54-year-old economist in- 
vites me into his home in Havana’s Mari- 
anao neighborhood. Above his cramped 
desk, shelves sag under the weight of eco- 
nomics books and monographs, includ- 
ing more than a dozen that Perez wrote. 
“Just look at this,” he says, pointing to the 
screen of his wheezy black desktop PC. He 
clicks on a file, and scenes of Havana’s co- 
lonial-era port appear. A female narrator 
with a soothing voice describes a 14-part 
government plan to replace the gritty piers 
with cruise ship terminals, restaurants, 
and hotels, all to be bankrolled by foreign 
investors. Run-down warehouses fade dig- 
itally into luxury apartments, shops and 
offices, and marinas crowded with yachts. 
Little virtual people jog and bike along 
greenways where an oil refinery now sits, 
and a ferry glides into a modern glass-and- 
steel terminal. 

“It’s really visionary, what they want to 
do, if you think about it,” says Perez, a pro- 
fessor at the University of Havana and a re- 
searcher at the influential Center for the 
Study of the Cuban Economy. 

Later, a few steps from the port in Old 
Havana, I see the city’s redevelopment in 
progress. Near El Floridita, where Ernest 
Hemingway once knocked back daiquiris, 
the hulking Manzana de Gomez building 
is being transformed into a five-star hotel. 
Stylish boutiques sell perfume and stereos. 
Inside an old warehouse is a microbrewery 
teeming with people drinking lager made 
in huge steel tanks imported from Austria. 

What isn’t immediately apparent to a 


Half or more of Cuba’s business 
activity runs through Luis 
Alberto Rodriguez. 


benchmarks developed over decades. It’s 
a decidedly capitalist element deeply em- 
bedded within socialist Cuba. 

This is Luis Alberto Rodriguez. For the 
better part of three decades, Rodriguez has 
worked directly for Raul Castro. He’s the 
gatekeeper for most foreign investors, re- 
quiring them to do business with his orga- 
nization if they wish to set up shop on the 
island. If and when the U.S. finally removes 
its half-century embargo on Cuba, it will be 
this man who decides which investors get 
the best deals. 


Rodriguez doesn’t just count Castro as 
a longtime boss. He’s family. More than 
20 years ago, Rodriguez, a stocky, square- 
jawed son of a general, married Debo- 
rah Castro, Raul’s daughter. In the past 
five years, Castro has vastly increased the 
size of Rodriguez’s business empire, mak- 
ing him one of the most powerful men in 
Cuba. Rodriguez’s life is veiled in secrecy. 
He’s rarely been photographed or quoted 
in the media, and his age isn’t publicly 
known. (He’s thought to be 55.) Rodriguez 
and the other Cuban government officials 
in this story declined multiple requests for 
comment. 

In a country where capitalism was 
treated as a subversive enemy force 
for a half-century, Raul Castro has 
been cautiously opening the is- 
land to private enterprise since he 
succeeded Fidel as president of 
the country in 2006. Daily life has 
changed for many people. There 
are now 201 permitted types of pri- 
vate businesses (restaurants and 
bed-and-breakfasts are the biggest 
categories), employing a million 
people, or a fifth of the Cuban work- 
force, according to Perez and other 
economists. 

Raul Castro has legalized the 
sale of homes and cars, scrapped 
travel restrictions, and allowed pri- 
vate farming and cooperative busi- 
nesses. It’s now legal for Cubans to 
stay in hotels, and 2.6 million peo- 
ple own cell phones, up from close 
to zero a decade ago. 

But Castro has kept the big-money in- 
dustries in the hands of the state, and much 
of it is managed by his son-in-law. (Or for- 
mer son-in-law; there are rumors, difficult 
to confirm, that Rodriguez and Deborah 
Castro have divorced.) Rodriguez’s Grupo 
de Administration Empresarial runs com- 
panies that account for about half the busi- 
ness revenue produced in Cuba, says Perez. 
Other economists say it may be closer to 80 
percent. 

GAESA, as it’s called (it’s pronounced 
guy-A-suh), owns almost all of the retail 
chains in Cuba and 57 of the mainly for- 
eign-run hotels from Havana to the coun- 
try’s finest Caribbean beaches. GAESA has 
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People gather within a 
government-provided Wi-Fi zone 
in Havana. For most Cubans, it’s 
the only way to get online. 


restaurant and gasoline station chains, 
rental car fleets, and companies that im- 
port everything from cooking oil to tele- 
phone equipment. Rodriguez is also in 
charge of Cuba’s most important base for 
global trade and foreign investment: a new 
container ship terminal and 465-square-ki- 
lometer (180-square-mile) foreign trade 
zone in Mariel. 

Cubans talk constantly about the 
changes they’ve seen. But for a majority of 
people, Castro’s reforms haven’t delivered 
that most basic thing: a living wage. Sala- 
ries average just 584 pesos, or about $24, 
a month, government figures show. That’s 
what it costs to buy 2 kilos (4.4 pounds) of 
chicken breasts, a couple bags of rice and 
beans, and four rolls of toilet paper in one 
of GAESA’s Panamericana supermarkets. 
Costs are sky-high for most people because 
they earn Cuban pesos but everything they 
have to buy is priced in a parallel, dol- 
lar-linked currency called Cuban convert- 
ible pesos, or CUCs. 

On a breezy Saturday morning, I head 


to the neighborhood of La Timba, down 
a warren of streets lined with tin-roofed 
shanties and piles of rotting garbage. It’s all 
within sight of the hulking, Soviet-inspired 
monuments of Plaza de la Revolucion, 
where Fidel Castro used to speak for hours 
on end and Raul Castro has his offices. 

Dayanis Cabrera, 38, calls me into her 
home, three rooms built from cracked cin- 
der blocks and rotting planks. The intense 
morning sun pierces the darkness through 
gaps in the corrugated-metal roof. Her el- 
derly father, who’s suffering from cancer, 
lies on a bare mattress in the small bed- 
room to the left. Cabrera leafs through 
her little, 22-page food-rationing booklet, 
which lists the staples every Cuban can 
get for next to nothing at government food 
depots. 

“No one can live off this,” she says, sit- 
ting in her kitchen, where a tattered cur- 
tain serves as a door. Her family’s rations: 
a half-pound of chicken, 10 eggs, one pack 
of spaghetti, a half-kilo of black beans, and 
a half-pint of cooking oil per person per 
month. Shortages of food are rare, but the 
price of most things is simply prohibitive. 
“I’m just hopeful that all this change will 
bring a living wage,” Cabrera says, shaking 
her head. 


As we speak, she’s loading a metal tray 
with peanuts she’s roasted over her gas 
stove. She’ll take them around her neigh- 
borhood and try to sell them on the street. 

Most Cubans have to scrape and hus- 
tle to put together a decent living. Nearly 
everyone I meet in Havana has a story of 
moonlighting in odd jobs or even stealing 
to make up for dismal pay. One friend’s fa- 
ther sells Cohiba cigars pilfered from the 
factory where he works. A young engineer 
drives tourists around in his mother’s 
Lada to supplement his $19.59 monthly 
salary as a university professor. 

Since Dec. 17, when Castro and Presi- 
dent Barack Obama announced plans to 
normalize U.S.-Cuban relations, the coun- 
try has been abuzz with talk of money to 
be made. You hear Cubans everywhere 
speaking giddily about the imminent end 
to the U.S. embargo that’s hobbled the 
country for half a century. 

On Aug. 14, 1 walk to the U.S. embassy on 
the Malecon seaside promenade to watch 
U.S. Secretary of State John Kerry order 
a Marine honor guard to run up the U.S. 
flag, for the first time in 54 years. I am 
among thousands of cheering Cubans. 
Some weep, holding homemade American 
flags. Digmari Reyes, a 27-year- old worker 
at a finance company owned by GAESA, 
stands there afterward, smiling broadly. 
She’d waited three hours in the searing 
heat to watch the flag go up. “This has to 
bring something good, some prosperity 
for the vast majority of us who don’t earn 
enough to live a dignified life,” Reyes says, 
as people surge past her to take selfies with 
the embassy’s flag in the background. 


MEET ALCIBIADES HIDALGO, 

an eloquent man of 70 who spent de- 
cades working in Cuban state media and 
government posts, at an Italian restau- 
rant in Doral, a prosperous Latino neigh- 
borhood in Miami. He’s part of a network 
of Cuban defectors and self-described ex- 
iles engaged in a cottage industry of sorts, 
that of forecasting Raul Castro’s next move. 
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Hidalgo wants to offer his perspective on 
how Castro plotted the changes Cuba is 
now experiencing. 

In April 1981, Castro called Hidalgo, then 
a young diplomat, into his sprawling office 
on the fourth floor of the headquarters of 
the Revolutionary Armed Forces. He di- 
rected Hidalgo to join a handful of pow- 
erful advisers who, among other things, 
were going to overhaul the economy. Un- 
like his impulsive, autocratic brother, Cas- 
tro was always a conciliatory, methodical 
commander who preferred change when it 
was gradual, well planned, and, above all, 
efficient. He ordered his advisers to scour 
the world for interesting economic poli- 
cies that might be adapted to Cuba. “Raul 
always wanted to study economic exper- 
iments and apply them to the economic 
model,” says Hidalgo. 

One of the most powerful advisers of 
them all was general Julio Casas, a bank 
accountant-turned-guerrilla commander 
who fought under Castro’s command 
during the revolution. In meetings, Castro 
praised Casas for his stingy nature, which 
was applied to controlling costs and im- 
proving efficiency in whatever mission he 
was given. Castro put Casas to work build- 
ing what would become GAESA. Casas’s 
top aide was Rodriguez, who would sit 


quietly near Casas in meetings with Cas- 
tro, talking only when addressed, Hidalgo 
recalls. 

Casas built GAESA around wringing 
revenue from the military’s properties and 
assets. Soldiers planted crops on fallow 
swaths of bases. Work brigades built tour- 
ist hotels. Military planes were refitted for 
domestic passenger flights for GAESA’s ad 
hoc civilian airline, Aerogaviota. Casas, as- 
sisted by Rodriguez, also helped develop 
a benchmarking process for state compa- 
nies called the Business Improvement Sys- 
tem. “Under Raul, the military had its own, 
parallel economy,” Hidalgo recalls. 

As Casas started new businesses, he put 
Rodriguez in as manager. “Luis Alberto 
was not very sophisticated,” says Hidalgo, 
who rose to become Castro’s chief of staff. 
(In 2002, Hidalgo fled Cuba at night in 


Most of the hotels and attractions at 
Varadero are owned by GAESA and 
run by international chains. 


a speedboat, bound for Miami, after being 
sidelined and then blacklisted for almost 
a decade, in one of the regime’s political 
purges.) “But he was an efficient manager 
who was cold and calculated in his pursuit 
of power.” 

With the collapse of the Soviet Union in 
1991, Cuba lost its economic patron, and 
the country was plunged into a crushing 
four-year contraction known as the Special 
Period. Cubans endured shortages of food 
and medicine. Jobs disappeared. The sugar 
industry, which had long supplied the So- 
viets at inflated prices, fell apart. In 1993, 
Cuba’s gross domestic product shrank 14.9 
percent, according to the World Bank. 

Fidel Castro responded with schemes 


IF AND WHEN THE U.S. REMOVES ITS 
HALF-CENTURY EMBARGO ON CUBA, IT 
WILL BE THIS MAN WHO DECIDES WHICH 
INVESTORS GET THE BEST DEALS. 
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TodoEs GAESA 

Grupo de Administracion Empresarial, known as GAESA, was founded to generate revenue for the Cuban armed forces. GAESA is now 
a holding company that owns at least 57 companies across various services and industries. Here are some of the most prominent. 


TOURISM 

These businesses all operate under the 
umbrella of Grupo de Turismo Gaviota: 

Hoteles Gaviota: owns and co-owns 
57 hotels, most of them operated by 
international hotel franchises, led by 
Melia Hotels International, Blue Diamond 
Resorts, and Iberostar Hotels. 

Marinas Gaviota: operates marinas and 
resorts. 

Transgaviota: operates car rental and 
tourist transport services. 

Aerogaviota: operates a charter airline 
service. 

AT Comercial: sells hotel supplies. 

Gaviota Tours: provides wholesale travel 
services. 


REAL ESTATE AND DEVELOPMENT 

Almacenes Universales: oversees 
the Port of Mariel and a surrounding 
development zone. Also owns and is 
redeveloping the Port of Havana. 

Habaguanex: owns most of the prime 
commercial space in Old Havana, 
including 37 restaurants and 21 hotels. 

IMPORT-EXPORT 

Tecnotex: supplies imported goods to 
retailers. 

Tecnoimport: imports goods for 
industrial and military use. 

Petraf: imports oil-and-gas exploration 
and refinery equipment. 


FARMING AND MANUFACTURING 

Union Agropecuaria Militar: runs farms 
that produce food for military troops and 
for civilian consumption. 

Union de la Industria Militar: 

manufactures weapons and vehicles 
for the military and for sale in the 
international market. 

Cubagro: sells farming supplies. 

FINANCIAL SERVICES 

Financiera Cimex: makes consumer 
loans and provides wire transfer services. 

Rafin: makes commercial loans to other 
GAESA companies. 


RETAIL 

Tiendas de Recuperacion de Divisas 

(Hard Currency Recovery Stores), or 
TRD: sells imported goods, mostly to 
foreigners. 

Tiendas Panamericanas: operates 
small supermarkets and convenience 
stores. 

Cafeterias El Rapido: operates 
convenience stores with fast-food 
restaurants. 

Cupet-Cimex: operates gasoline service 
stations. 

Coral Negro: operates jewelry stores. 

La Maison: arranges fashion shows and 
offers fashion design services. 


Sources: Company websites, Economic and Trade Office of the Spanish embassy in Havana, Havana Consulting Group 



to lure foreign money into Cuba. He le- 
galized the possession of hard currency. 
He allowed people to start dozens of kinds 
of private businesses, including family 
restaurants. 

Big change came to GAESA as well. Its 
tourism arm, Grupo de Turismo Gaviota, 
cut deals with international chains, most 


notably Spain’s Melia Hotels International 
and Iberostar Hotels & Resorts, to build 
and run hotels and resorts in Varadero, 
a 20-kilometer stretch of white, sandy 
beach two hours east of Havana by car. 

By the late 1990s, the Castros had found 
their savior in Hugo Chavez, the charis- 
matic ex-paratrooper who was elected 


president of Venezuela on promises to em- 
ulate Cuban-style socialism. He quickly 
flooded Cuba with free oil— up to 115,000 
barrels a day. Cuba also cut creative and lu- 
crative deals with other leftist leaders, in- 
cluding Brazil’s Luiz Inacio Lula da Silva, 
to send tens of thousands of medical doc- 
tors to work abroad. Under the terms of 
those deals, many of which are still 
in place, the Cuban government 
kept up to 90 percent of the doctors’ 
wages. 

After Chavez died of cancer in 
March 2013, Venezuela slid into 
an economic crisis. The country 
slashed oil shipments to Cuba- 
some estimates say by a third or 
more. Cuba once again needed cash. 

“Raul Castro has to open Cuba 
up to the world, to the capital- 
ist, free-market world. He has no 
choice,” says Emilio Morales, a for- 
mer marketing executive at Cimex, 
a big conglomerate later folded into 
GAESA. Morales, too, now lives 
in Miami, where he runs the Ha- 
vana Consulting Group. He has 


A street scene in 
Old Havana, which 
is quickly becoming 
new Havana 


NOVEMBER 2015 BLOOMBERG MARKETS 113 


»—« BUSINESS ■'»« *«« GENERAL 


developed an unmatched database of thou- 
sands of new, private businesses in Cuba. 

Morales opens his laptop to take me 
through his analysis of the new Cuban 
economy. According to his research, people 
made 650,000 trips to Cuba from America 
last year, taking advantage of Obama’s and 
Castro’s relaxed travel restrictions. “Look at 
this,” he says, pointing to a 2013 survey of 
travelers to Cuba. “They brought $3.5 bil- 
lion of goods with them in their suitcases.” 
And Cuban-Americans sent $3.1 billion to 
relatives in Cuba. “It’s a huge impact.” 

So much has changed in Cuba, but so 
much hasn’t. In August alone, the month 
the flag was raised over the U.S. embassy, 
security forces made 913 politically mo- 
tivated arrests, according to the Cuban 
Human Rights Observatory. Castro’s gov- 
ernment represses dissent, routinely 
harasses independent journalists and ac- 
tivists, and restricts access to the Internet 
for the vast majority of Cubans, Human 
Rights Watch says. 

Foreign businesspeople are not immune. 
Sarkis Yacoubian, a 55-year-old Canadian, 
made his home in Cuba for two decades, 
building a company called Tri-Star Ca- 
ribbean. He sold cars, trucks, and indus- 
trial equipment, mainly to GAESA-owned 
companies. On July 13, 2011, armed inter- 
nal security troops— Cuba’s secret police- 
swarmed Yacoubian’s office. He was held 
for more than two years as police interroga- 
tors leveled allegations of tax evasion, cor- 
ruption, and, ultimately, espionage. 

Investigators seemed to believe, 
Yacoubian says, that the BMWs a GAESA 
executive expressed interest in buying con- 
tained technology that would allow Cuba’s 
enemies to track Raul Castro. Yacoubian 
denied all the allegations. After a quick 
trial in mid-2013, a Havana court sentenced 
Yacoubian to nine years in prison and fined 
him $7.5 million on charges of bribery, tax 
evasion, and causing economic harm to 
Cuba, documents in the case show. Then, 
in February 2014, Yacoubian was suddenly 
released without explanation and put on 
a plane to Canada. 

The Cuban justice ministry seized Tri- 
Star Caribbean’s assets, valued at $20 
million. Most of them were absorbed by 


GAESA’s Almacenes Universales and other 
companies Yacoubian did business with. 
“They took everything from me,” Yacoubian 
says. “I was completely innocent.” 

C...- 

frozen in time and moving swiftly toward a 
future in which private enterprise will be a 
bigger part of life. Vast areas of Havana are 
little changed from 1959, when Fidel Cas- 
tro’s bearded guerrilla fighters marched 
into town. The streetscapes are largely 
free of billboards and ads. Vintage Amer- 
ican cars are, as promised, everywhere. 
As for the fast-arriving future, there are 
Afro- Cuban jazz clubs, swank private 
restaurants, and boutique hotels. More 
tellingly, on street corners within the few, 
closely controlled, government-sponsored 
Wi-Fi zones, Cubans by the hundreds 
sit and stand all day in the tropical sun, 
clutching phones, tablets, and laptops, 
eager to take advantage of the first chance 
many have ever been given to connect. 

What’s amazing about all this is how 
Raul Castro has managed to convince the 
most die-hard followers of Cuba’s socialist 


revolution to embrace his capitalist 
changes. After succeeding his brother as 
head of state, Castro placed a series of re- 
form proposals before a powerful body he 
leads, the Council of State. 

Miguel Barnet, a famous Cuban anthro- 
pologist, author, poet, and translator who 
sits on the council, says he’s no econo- 
mist but he was convinced that Cuba had 
to embrace Castro’s vision. “We need to 


develop, and these changes will help us do 
it without sacrificing the revolution,” says 
Barnet, 75, who in conversation toggles be- 
tween Spanish and near-perfect American 
English, which he polished in New York, 
where he spent several months after win- 
ning a Guggenheim Fellowship in 1983. 

The members of the council debated 
and shaped Castro’s proposals endlessly. 
In April 2011, the Cuban Communist Par- 
ty’s Sixth Congress approved 313 Economic 
and Social Policy Guidelines of the Party 
and the Revolution. 

In early 2013, Marino Murillo, who’s 
known as Castro’s economic reform czar, 
called 20 of Cuba’s top economic minds to 
his office on Plaza de la Revolucion. They 
were leaders of university departments, 
think tanks, and foundations, including 
Perez. Murillo, a general known for his 
straight talk and blunt style, didn’t mince 
words. He told them to use their knowl- 
edge to turn the guidelines into policies 
that would reshape the Cuban economy. 

Murillo ordered one group, which in- 
cluded Perez, to come up with proposals to 
overhaul Cuba’s 1995 foreign-investment 
law. They had to sum it up in fewer than 
32 pages, following a strict PowerPoint- 
like format used in the Cuban military. 
Perez and six other economists studied 


foreign-investment laws from around 
the developing world. Six months later, 
they gave their pitch to a panel of military 
commanders, government officials, and 
economists. The changes they proposed 
included allowing foreign companies to 
own 100 percent of their ventures in Cuba, 
up from 49 percent, and giving them 
an eight-year respite from paying taxes. 
“They asked a lot of hard questions. There 


WHAT’S AMAZING IS HOW RAIL CASTRO 
HAS CONVINCED THE MOST DIE-HARD 
FOLLOWERS OF THE REVOLUTION TO 
EMBRACE HIS CAPITALIST CHANGES. 
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Cuban capitalism on a 
small scale: a fruit stand 
in Old Havana 


was a lot of reflection, trying to square it 
with their ideology,” Perez says. The Na- 
tional Assembly of People’s Power, Cuba’s 
legislative arm, approved the new law in 
March 2014. “In the end, they accepted 80 
percent of what we proposed,” Perez says. 

By then, Castro had already moved Cu- 
ba’s most profitable state companies un- 
der GAESA and Luis Alberto Rodriguez. 
The biggest addition to GAESA was Cimex, 
which had been run for three decades by 
military commanders chosen by Fidel Cas- 
tro. Adding the Cimex companies more 
than doubled the size of GAESA. More re- 
cently, Rodriguez was given the green light 
to take over Habaguanex, the state com- 
pany that owns the best commercial real 
estate in Old Havana, including 37 restau- 
rants and 21 hotels. 

Rodriguez rarely deals with clients, ap- 
parently preferring to delegate to the 
managers who run GAESA’s collection of 
companies. Early one morning, Mohamed 
Fazwi, who runs operations in Cuba for 
Blue Diamond Resorts, a Barbados-based 
hotel chain, meets me for coffee at Memo- 
ries Miramar Havana, set amid a cluster of 


grand art deco and neoclassical mansions. 
Fazwi has been busy since 2011, when Blue 
Diamond won its first hotel contract in 
Cuba. 

The company now manages 14 ho- 
tels across Cuba, with 8,600-plus rooms, 
second to the Melia group. Many of Blue 
Diamond’s contracts are with GAESA’s 
Hoteles Gaviota, the biggest state lodg- 
ing company. “The executives we deal 
with are very, very knowledgeable and 
active. They know what they want and 
are really good negotiators,” says Fazwi, 
43, a man of Spanish-Palestinian descent 
who moved to Cuba in 2008. “They are 
savvy.” 

Rodriguez seemed to be more hands-on 
in Mariel, where he was entrusted with 
building the $1 billion megaport and sur- 
rounding free-trade zone. As the vast ship 
terminal rose atop an abandoned U.S. air 
base by the old Mariel port, where Fidel 
Castro allowed 125,000 people to flee to 
the U.S. in 1980, Rodriguez regularly as- 
sembled his engineers for progress re- 
ports. Rodriguez liked to listen more than 
talk, according to people who dealt with 
him in these meetings. But when he spoke, 
Rodriguez was concise, specific, and crys- 
tal clear. The government saw the port and 
the surrounding special development zone 


as a gateway for a new economy for 
Cuba, Rodriguez explained. It would 
anchor a wave of international trade, 
factories, and economic growth. 

On Jan. 27, 2014, the port was 
ready, and dignitaries took their 
seats under a brilliant sun for the 
formal opening. On the stage was 
Castro, Venezuelan leader Nicolas 
Maduro, and Brazilian President 
Dilma Rousseff. The port, a col- 
lection of more than a dozen big 
cranes, a 700-meter-long pier de- 
signed to handle the world’s big- 
gest container ships, a highway, 
and a rail line to Havana, had been 
built by Brazil’s mightiest construc- 
tion company, Odebrecht SA. It 
was financed at subsidized rates by 
Brazil’s state development bank in 
a deal negotiated directly between 
Castro and Lula, the former Brazil- 
ian president. 

Rousseff, smiling, walked up to the po- 
dium and started her speech with the cus- 
tomary naming of dignitaries in the crowd. 
She thanked Castro and unnamed Cuban 
ministers, foreign executives, and leaders. 
And just before she leaned into her short 
address, she thanked one more person 
by name: GAESA Chairman Luis Alberto 
Rodriguez. gu 


■■ BLOOMBERG TIPS 


Following Developments 
in Cuban Trade 

Bloomberg Intelligence’s dashboard on 
global trade includes research on opportu- 
nities in Cuba in the wake of its reopening 
of relations with the U.S. Type Bl TRDEG 
<Go> on the Bloomberg Professional ser- 
vice. Scroll down and click on Cuba Theme 
Archive. You can use the Trade Flow (ECTR) 
function for a snapshot of Cuba’s imports 
and exports. Type ECTR <Go>, tab in to the 
field, enter CUBA, and click on the match. 

To see how the country’s trade has changed 
since 2000, enter 2000 in the second 
field to the right of Periodicity, and press 
<Go>. Then click on the >> button to move 
through the past decade and a half. 
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ADVERTISEMENT 


THE PHILIPPINES: 
RIDING THE 
DEMOGRAPHIC BOOM. 


The Invest ASEAN, Philippines conference, recently organised by 
Maybank, has highlighted the many reasons why investors 
should be taking a close look at opportunities in the Philippines. 

As the second largest country in ASEAN, with the region's fourth 
largest economy, the Philippines has been transitioning, to position 
itself as one of the key beneficiaries of the ASEAN Economic 
Community, as the region becomes a single market place. 

THE DEMOGRAPHIC DIVIDEND 

The demographic dividend, a growth feature for all ASEAN 
economies, is especially significant for the Philippines. 

With a decline in its fertility rate, to 3 children per woman in 201 3 
from 6.3 in 1 970, the Philippines is on the cusp of entering the 
demographic Goldilocks period, when an average woman is likely 
to have 2.1 children, the replacement fertility rate. Transitioning 
to this level unleashes the potential for positive economic 
developments. 

As the size of the work force increases, relative to young and old 
dependents, there is a demographic bulge in the number of 
working-age adults, which creates investment opportunities for 
governments, businesses and individuals. 

For the government it allows a shift in expenditures from 
education and health services into investments that promote 
growth. For businesses there is an abundance of energetic, 
ambitious and well-educated young workers to support 
expansion. And for individuals there is not only more spending 
power but also the opportunity to accumulate savings that can 
be used for investments. 

STRONG ECONOMIC FUNDAMENTALS 

The Philippines' economy is one of the fastest growing in Asia, 
having grown at a rate of 6.1% in 2014 and 7.2% in 2013, 


according to national statistics. It is also forecast to be one of the 
fastest growing economies globally this year. 

In this period of global volatility the Philippines stands out for 
sustaining a steady performance. 

Domestic demand is robust and is projected to remain so over 
the next few years. A significant contribution will come from the 
middle class, which is forecast to grow 72% between 201 2 and 
2020, and which should sustain continuous demand for higher 
quality goods and services. 

The Philippines' current account surplus has remained 
consistent, recording its highest surplus of $1 2.6 billion in 201 4, 
supporting the local currency in a strong USD environment. 

A strong banking system, with abundant liquidity, is in a sound 
position to finance expansion and there is ample fiscal space 
that allows strong growth in government spending. The 
Philippines has the "good" problem of trying to accelerate 
government spending instead of trying to bring down the 
government deficit or public debt as is the case with most 
countries these days 

EMERGING GROWTH CENTRES 

The Invest ASEAN, Philippines conference included a site visit to 
the province of Iloilo, a region that showcases a microcosm of 
the investing opportunities available in the Philippines. 

While Metro Manila is generally the focus of investor interest, the 
economic activity in the provinces is creating new venues for 
investors to take advantage of growth. Through visits to a 
number of corporations who have established themselves in the 
region, Maybank was able to show visitors the speed of progress 
in developing new infrastructure, educational institutions and 
good local governance outside of the main population areas. 
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The development that is taking place in Iloilo is being replicated in 
other provincial regions, and, according to Maybank, the economic 
activity in the provinces will prove to be a prime attraction for 
investors and key factor in the future of the Philippines. 


ASEAN has been aptly described as "opportunity with a capital 'O' ", 
and the Invest ASEAN series of conferences has managed to 
highlight the many dimensions of that opportunity as is moves 
from country to country. 


THE TIME IS NOW 

Having had an on-ground presence in the Philippines for the last 
three decades, Maybank understands the market well. 

ASEAN's time is now, and the Philippines is very well-placed to be 
a major recipient of the global interest that is focussing on the 
economic grouping, as it becomes a single marketplace under 
the ASEAN Economic Community. 

CAPITALISE ON THE RISE 
OF THE ASEAN CONSUMER 

#beASEAN 
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HAS NOTCHED 
THE FASTEST 
GROWTH SINCE 
THE 1970s 
AND AVOIDED 
THE EMERGING- 
MARKETS 
MELTDOWN. 
CAN THE NEXT 
PRESIDENT KEEP 
THE MOMENTUM 
GOING? 


BY 

NORMAN 
P. AQUINO 


ILLUSTRATION 

BY 

SEAN McCABE 


l/l/l l/l/l 
l/l/l l/l/l 
l/l/l l/l/l 

l/l/l l/l/l 

l/l/l/l/l/l/l/l/l/l/l 

IZI/IZI/l/l/IZI/l/l/l 

JZIZ0Z0ZIZL 
l/l/l/l/l/l/l/l/l/l/l 
l/l/l l/l/l 

l/l/l l/l/i 

l/l/l/l/l/l/l/l/l/l/l 

l/l/l/l/l/l/l/l/l 


l/l/l/l/l/l— 

l/l/l/l/l/l/l 

l/l/l/l/l/l/l 

l/l/l/l/l/l/l 

l/l/l/l/l/l/l 

l/l/l/l/l/l 

001 

l/l/l 

l/l/l/l/l/l/l/l/l/l/l 

l/l/l/l/l/l/l/l/l/l/l 

l/l/l 

l/l/l 

l/l/l J/l/l 

l/l/l/l/l/l/l/l/l/l/l 
l/l/l/l/l/l/l/l/l/l/l 
l/l/l l/l/l 

IZIZI 

l/l/l 

l/l/l 

l/l/l/l/l/l/l/l/l/l/l 

l/l/l/i/l/l/l/l/l/l/l 

IZIZI 03 

l/l/l/l/l/l/l/l/l/l/l 
l/l/l/l/l/l/l/l/l/l/l 
l/l/l l/l/l 

JZ0ZI IZ0ZL 

l/l/l/l/l/l/l/l/l/l/l 
l/l/l l/l/l l/l/l 

l/l/l l/l/l l/l/l 

l/l/l/l/l/l/l/l/l/l/l 

l/l/l/l/l/l/l/l/l/l/l 


-l/l/l/l/l/l/l/l/l 

_l/!/]/l/l/lZl/l/l/l 

l/l/l/l l/l/l 

l/l/l/l l/l/l 

l/l/l/l/l/l/l/l/l/l 

l/l/l/l/l/l/l/l/l 

1/01 

l/l/l 

l/l/l/l/l/l/l/l/l/l/l 

l/l/l/l/l/l/l/l/0/l 

l/l/l 

l/l/l 

JZ0 iZiZiZiZiZL 

l/l/l/l l/l/l/l/l/l/l 
l/l/i l/l/l l/l/l 

l/l/l l/l/l J/l/l 

l/l/l/l/l/l/l l/l/l/l 

l/[J/l IJ 171/1 





Candidates vying to 
replace President 
Benigno Aquino, 
center, may include 
Interior Secretary 
Mar Roxas, left, and 
Vice President 
Jejomar Binay. 
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Cranes work on Luzon, the island that’s home to the Philippine capital. 
Property analyst Kash Salvador, below, is benefiting from the building boom. 


} FOR KASH SALVADOR, 
CRANES MEAN MONEY, 
AND THESE DAYS THE 
COASTLINE OF MANILA 
BAY IS FULL OF THEM. 

The young property analyst scouts out 
locales for corporate clients eager to set up 
shop in the capital of one of Asia’s fastest- 
growing economies. 

Salvador, 26, started his real estate career 
in 2010, about the time Benigno S. Aquino 
III won a landslide presidential election vic- 
tory, and he has ridden the Aquino boom. 
The new president took office pledging to 
tackle corruption, fight poverty, and wipe 
out a budget deficit that had dragged on the 
economy for 21 of the previous 25 years. By 
2009, the shortfall was almost 300 billion 
pesos ($6.4 billion), or 3.9 percent of gross 
domestic product. 

By many measures, Aquino has deliv- 
ered. Once Asia’s “sick man,” the Philip- 
pines earned World Bank 
commendation as the conti- 
nent’s “rising tiger” in 2013, 
three years into his tenure. 

The nation of 108 million 
has posted 6.6 percent av- 
erage annual growth since 
2012, its best pace since the 
1970s. Aquino has shrunk the 
deficit too. It stood at 73 bil- 
lion pesos at the end of 2014, equivalent to 
0.6 percent of GDP. In March 2013, Fitch 
Ratings elevated Philippine debt to invest- 
ment grade for the first time ever. 

Salvador’s prospects have risen with the 
economy. Today, he’s a midlevel manager 
making enough money to get a car loan. 
His sister is about to finish medical school 
with his support. “The property industry 
has benefited from the country’s economic 
resurgence, and I told myself if I worked 
hard enough, things will happen,” he says. 

The Philippines hasn’t been immune to 
the funk spreading through emerging mar- 
kets. The economy grew 5.6 percent in the 
three months that ended in June, more 
slowly than analysts had expected. The 
country might have a hard time reaching 


Aquino’s growth target of at least 7 percent 
for the year. Economic Planning Secretary 
Arsenio Balisacan said in August. China’s 
slowdown, gyrating stock markets, and 
currency devaluations from Kazakhstan to 
Vietnam add to investor un- 
ease. “Despite improved fun- 
damentals and the stamp of 
assurance from credit-rating 
agencies, contagion among 
emerging-markets econo- 
mies will ensue,” says Emilio 
Neri, an economist at Bank 
of the Philippine Islands in 
Manila. 

The Philippines has a few things going 
for it to fight the contagion. So far, the con- 
sumption-based economy has made the 
country more resilient as demand from 
trading partners has slowed. Steady dollar 
inflows from Filipinos working overseas 


mean greater ability to buy imports and 
pay the nation’s debt. And relatively low 
levels of foreign investment in Philippine 
bonds and stocks are shielding the country 
from an intensifying sellofT. The Philippine 
Stock Exchange Index returned 138 percent 
from July 1, 2010, through Sept. 8, includ- 
ing reinvested dividends. “We can expect 
economic performance that is still strong, 
albeit more modest than the government’s 
full-year target,” Amando Tetangco, gover- 
nor of the central bank, said in late August. 

The biggest wild card in the Philippines 
is May’s presidential election. Aquino, 55, 
can’t run again because of the nation’s six- 
year term limit. His protege. Interior Sec- 
retary Mar Roxas, is sparring with Vice 
President Jejomar Binay over Aquino’s re- 
cord. Candidates won’t file their intentions 
to run until October. But Roxas, a mem- 
ber of the ruling Liberal Party, has pledged 


Bouncing Back 


Things have been looking up since Aquino was elected in May 2010. 


Unemployment Rate 

8 % 


Philippine Stock Exchange Index 

200 %- 
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to continue Aquino’s anti-poverty, anti- 
corruption agenda. 

Binay’s United Nationalist Alliance 
counters that growth has benefited only 
a few, and a quarter of Filipinos remain 
poor. “The lack of inclusive growth despite 
rapid economic development reflects the 
administration’s emphasis on short-term, 
Band-Aid solutions,” says Eufracia Taylor, 
Asia analyst at risk-consulting firm Ver- 
isk Maplecroft. Senator Grace Poe, an in- 
dependent who announced her intention 
to run on Sept. 16, leads in opinion polls, 
with Binay second and Roxas third in one 
midyear tally. “The elections bring polit- 
ical uncertainty,” Salvador says. “You’ll 
never know when investor confidence will 
fizzle out.” 

Aquino, the son of pro-democracy pol- 
iticians, has helped lift a nation weighed 
down by military rule, widespread corrup- 
tion, and domination by the landed elite. 
His mother, Corazon Aquino, led opposi- 
tion to dictator Ferdinand Marcos after the 
1983 assassination of her husband, former 
senator Benigno Aquino Jr. She went on to 
become president in 1986. During Aquino 
Ill’s term, former President Gloria Arroyo 
and three senators were arrested and im- 
prisoned for graft. They have all denied the 
charges in court. Their trials are ongoing. 

Aquino has recouped unpaid taxes and 
used the money to fund roads and schools. 
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Internal revenue collection in 2012 exceeded 
1 trillion pesos for the first time, a 14 per- 
cent increase from the previous year. Net 
foreign direct investment reached a high of 
$6.2 billion last year, almost four times the 
level in 2010. This year, outflows have in- 
creased, however, with overseas investors 
withdrawing a net $1.24 billion from Phil- 
ippine shares from April through August, a 
five-month record. 

Salvador’s field, property development, is 
surging. About 2.5 million square meters (27 
million square feet) of office space will rise 
in Metro Manila in the four years through 
2018, property adviser Colliers International 
predicts. More than 33,000 residential units 
will come to market during that time. 

To help rural residents, Aquino has al- 
located 339 billion pesos for agriculture in 
the five years through 2015, about as much 
as the three previous administrations spent 
in 17 years. Funds for education increased 
23 percent in 2013, a sum that let the gov- 
ernment eliminate a backlog of 66,800 
classrooms and 146,000 teachers. 

To keep the Philippines growing, the 
new president will have to tackle Manila’s 
strained infrastructure. During most of 
the day, the metro area’s main highway is a 
giant parking lot. Commuters endure long 
lines before elbowing into decrepit ele- 
vated trains that often stall. Transit woes 
cost 876 billion pesos in lost productivity 


each year, according to the Japan Interna- 
tional Cooperation Agency. That sum could 
more than double to 2.19 trillion pesos by 
2030, the JICA says. 

Not everyone is happy about Aquino’s 
record on fighting poverty and increasing 
jobs. While the unemployment rate fell to 6 
percent last year, its lowest in a decade, that 
number obscures a problem with underem- 
ployment: 17.8 percent of workers with ad- 
vanced education degrees work in low-skill 
areas. Schooled urban workers have bene- 
fited from a boom in call centers, but mil- 
lions of rural poor have yet to see prosperity 
trickle down. Aquino counters by saying 
his support for the poor will take time to 
yield results. 

Aquino’s government has also failed to 
stem the migration of Filipinos overseas, 
says Fernando Aldaba, dean of Ateneo de 
Manila University’s School of Social Sci- 
ences. “Aquino’s successor must continue 
the resurgence of the manufacturing sector 
and revive agriculture while crafting a bet- 
ter anti-poverty strategy,” he says. 

Salvador, for his part, knows the pros- 
perity he’s enjoyed under Aquino could 
evaporate under his successor— whoever 
that is: “We’re a developing country, and 
it’s easy to backtrack if we don’t have a 
good leader.” bm 

With assistance from Siegfrid Alegado and Clarissa Batino. 


Tracking the Economy 
of the Philippines 

For an overview of the Philippines’ financial 
markets, type COUN PH <Go> on the 
Bloomberg Professional service. Click on the 
Economics tab for a snapshot of key indi- 
cators for the nation. Click on Real GDP to 
chart historical and forecast growth in the 
country’s economy. For a calendar of eco- 
nomic data releases, type ECO PH <Go>. 

To search for economic data, type ECST S 
PHILIPPINES <Go>. To display forecasts 
for the Philippine peso, type FXFC PHP 
<Go>. For the home page of the central 
bank of the Philippines, type CBPH <Go>. 
For headlines of top news stories related to 
the country, type TOP PHIL <Go>. 
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<& BP1 Capital Corporation 

With a renewed optimism for the Philippines as an investment destination, BPI Capital 
continues to illuminate the way to do business in the country. 

You can rely on our comprehensive suite of solutions-driven services so you can achieve 
your financial objectives and ensure your success, whether it's underwriting an equity or 
debt offering and distributing securities, managing a capital markets transaction, and 
arranging a project financing package. 

Just as vital are syndicating credit requirements, guiding the pursuit of a merger or finding 
a partner, supporting a new acquisition, establishing the value of a business, strategically 
positioning an organization, and designing an investment structure. 

What's more, you can trust BPI Capital and the guidance of our experienced professionals 
to make your business a shining success. 

BPI Capital Corporation, 8/F BPI Building, 6768 Ayala Avenue, Makati City 0720 Philippines 
Telephone: (632) 816 9277 • Fax: (632) 818 7809 • E-mail: bpicapital@bpi.com.ph 


Make the best happen. 





Fitch Ratings currently has 611 U.S. CMBS transactions under 
surveillance — that’s $479 billion of commercial mortgage-backed debt. 


Our work doesn’t stop after the initial rating. We continuously 
monitor our outstanding transactions and offer timely feedback 
on the CMBS ratings currently under surveillance. Our in-depth 
research and commentary, coupled with our objective ratings, 
provides investors with the insight and context necessary to 
make informed business decisions. 

Have a look for yourself. 


FitchRatings 


TYPE FI I <GO> 
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Making Volatility 

Your Friend 

Intech’s Adrian Banner uses math to capture gains from 
price swings. The firm’s flagship strategy has topped the 
by jon asmundsson S&P 500 by 1 percentage point a year for 28 years. 


VOLATILITY REPRESENTS RISK for most in- 
vestors. For Intech Investment Management, it’s 
a source of return. 

Adrian Banner, Intech’s CEO, says his firm doesn’t 
pick stocks, read brokerage research, look at funda- 
mental data, or forecast individual stock returns. In- 
stead, Intech’s team starts with a universe of stocks, 
estimates their volatilities, and uses those num- 
bers to come up with an optimized set of portfolio 
weights. Each week, they rebalance to the weights. 

Banner says the firm’s approach to investing is 
based on research started more than 30 years ago 
by its founder, mathematician Robert Fernholz. “In 
1982, he first had the realization that one could build 
portfolios that should be more efficient than a cap- 
weighted equity portfolio— without picking securi- 
ties,” Banner says. “It’s possible to do that using only 
the volatilities and the correlations between stocks.” 

While that idea may still sound novel today, 
there’s a lot of solid math behind it. Banner says. 
“The challenge was turning that math into real port- 
folios,” he says. 

Intech started doing that in July 1987, when it 


launched its flagship Intech U.S. Enhanced Plus 
portfolio. The $13.4 billion strategy, which invests 
in Standard & Poor’s 500 Index stocks, returned 
10.35 percent a year on average net of fees from July 
1, 1987, through Aug. 31. That was 1.05 percentage 
points better than the 9.3 percent annual return of 
the benchmark over the 28-year period. Gross of 
fees, the strategy outperformed by 1.45 points. In- 
tech oversees about $51 billion in assets, mostly for 
institutions. The 86-person firm is a subsidiary of 
Denver-based Janus Capital Group. 

WHEN BANNER, 40, was growing up in 
Sydney, Australia, he was equally inter- 
ested in music and math. He earned a Ph.D. 
in math at Princeton University and joined 
Intech as director of research in 2002. A 
jazz pianist, he sometimes plays before 
meetings at the firm’s West Palm Beach, 

Florida, headquarters and has performed 
at the Montreal International Jazz Festival. 

Banner says Intech’s basic insight is 
simple. Consider a stock. Over a couple 


ADRIAN BANNER 

CEO, 

INTECH INVESTMENT 
MANAGEMENT 

> Aims to pick up excess 
return from volatility 

> Uses math to optimize 

portfolio weights. 

> Rebalances weekly. 
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VOLATILITY CAN 
BE HARNESSED— IF 
YOU’RE WILLING 
TO TRADE, 

BANNER SAYS. 


of years, its trend may be up. Yet along that gen- 
eral course, the stock will tend to make a variety 
of moves— zigzags above and below the trend. “So 
that’s volatility,” Banner says. “And it can be har- 
nessed— if one is willing to trade.” 

The swings offer oppor- 
tunities to buy low and sell 
high. The way to do that, 
Banner says, is to first es- 
tablish a policy for weight- 
ing the stocks in a portfolio. 
Then, as prices move, rebal- 
ance back to the weights. Re- 
balancing in essence buys 
low and sells high. Banner 
says. “You’re selling previous 
winners, which by definition are high, and you’re us- 
ing that capital to buy previous losers,” he says. 

How much juice can rebalancing add? Intech has 
worked that out in its math. The key to it is 
compound return. Banner says. Let’s say 
you buy a stock for $100 and hold it for two 
periods. In the first, it gains 25 percent. In 
the second, it drops 20 percent. The average 
of those returns is 2.5 percent— pretty good. 

The problem is that because you’d hung 
on to the stock over the two periods, you 
actually ended up right where you started, with a re- 
turn of zero. The stock rose to $125 at the end of pe- 
riod one and dropped back to $100— (20 percent of 
$125 is $25)— at the end of period two. 

Compound return “is what you actually expe- 
rience with buy and hold,” Banner says. In effect, 
volatility is a drag on compound return when com- 
pared with average return. Mathematically, com- 
pound return is approximately equal to the average 
return minus one-half of the variance. (Variance, 
a measure of how widely a set of returns is spread 
around their mean, is the square of volatility.) 


TIP BOX 

Type PORT 
<Go> for the 
Portfolio & Risk 
Analytics 
function. 


You can break what Banner calls the “curse of 
compounding” if you have more than one stock 
to work with. “What if you’re allowed to dynami- 
cally allocate capital between two or more assets?” 
Banner says. The compound return of a portfo- 
lio, like that of a single asset, is the average of its 
returns minus one-half of its variance. Thanks to 
modern portfolio theory— which Nobel laureate 
Harry Markowitz set out in 1952— you can also de- 
scribe the portfolio return as equal to the weighted 
average return of its constituent stocks. “Now, the 
plot thickens,” Banner says. The individual stocks 
tend to have higher volatilities than the portfolio as 
a whole: So the average stock variance tends to be 
larger than the portfolio variance. 

IF YOU REARRANGE the terms of a couple of 
equations. Banner says, you end up with an expres- 
sion that shows exactly how much excess return you 
can get from rebalancing: It’s equal to one- 
half times the weighted average stock vari- 
ance minus the portfolio variance. “That’s 
essentially the math formula that shows 
how the variances and covariances contrib- 
ute to the compound return,” Banner says. 

Rendered with a gamma and a couple 
of other Greek letters, it’s also the master 
formula of what Fernholz called stochastic portfo- 
lio theory. Fernholz originally got there by combin- 
ing stochastic calculus— “that branch of math that 
studies changing quantities like calculus but with a 
probabilistic component: hence the fancy word sto- 
chastic,” Banner says— with modern portfolio theory. 

That may seem daunting. For Banner, though, it’s 
the alternative that’s difficult: picking stocks that out- 
perform. “We know that’s very hard to do,” he says. 


Jon Asmundsson is Strategies editor of Bloomberg Markets. 
jasmundsson@bloomberg.net 



TRACKING S&P 500 VOLATILITIES 

Adrian Banner says that smart-beta ETFs that equal weight their portfolios 
tap into the same rebalancing gains that Intech seeks. “I believe the equal 
weight is demonstrably capturing exactly the same effect,” he says. Banner 
says, though, that equal weighting is not the best way to pick up those gains. 
For one thing, the approach doesn’t take into account the volatilities of the 
stocks. To analyze S&P 500 volatilities, type VCA <Go>. Click on Sample 
Views, select Correlation Basket/SPX, and type 1 <Go>. JON ASMUNDSSON 
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Tracking FX 


MIPR <Go> 

displays market- 
implied policy rates. 

SDRV <Go> 

summarizes SDR 
trading volume data. 

FXIP <Go> 

displays real-time 
foreign-exchange 
rates, news, and data. 

FRD <Go> 

lets you monitor and 
price currency forwards. 


FXGO <Go> 

displays information 
on Bloomberg’s 
electronic-trading 
platform for foreign 
exchange, deposits, 
and precious metals. 

FX24 <Go> 

graphs a selected 
currency across major 
trading centers during 
a 24-hour period. 

FXFA <Go> 

displays implied yields 
from FX forwards. 


ALLQ BBO <Go> 

displays the best bid 
and offer for a selected 

IDEA FX <Go> 

lets you send, receive, 
and track FX trading 
ideas. 

currency pair. 

HWIZ <Go> 

enables you to 
compare currency- 
j hedging strategies. 

DES <Go> 

displays regime details 
and liquidity 
information for a 
selected currency. 

XDSH <Go> 

lets you create and 
display a variety of FX 
market views. 

SDR FX <Go> 

displays FX 
nondeliverable 
forwards and options 
trades reported to 
swap data repositories. 


ALRT FX <Go> 

enables you to create 
and manage alerts on 
FX prices, SDR trades, 
and fixings. 
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t OVDV <Go> I 

lets you view the volatility surface and implied 
correlations for selected currencies. 


OVML <Go> 

lets you price FX 
options. 


FXSW <Go> 

enables you to create, 
customize, and 
backtest FX trading 
strategies. 


FXFC <Go> 

lets you access FX 
forecasts and rank 
forecasters. 


OVRA <Go> 

enables you to analyze 
risk for a selected FX 
options portfolio. 


BFIX <Go> 

displays Bloomberg 
BGN fixings for a 
selected currency pair. 


RES FX <Go> 

displays FX research. 


FXFM <Go> 

calculates probabilities 
for a selected currency 
pair’s trading range 
based on options prices. 


OMST <Go> 

plots options trades 
reported to SDRs 
across expirations and 
strikes. 


WVOL <Go> 

displays a matrix of 
implied volatilities. 


VOLC <Go> 

compares implied and 
realized volatilities. 
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JON ASMUNDSSON 

jasmundsson@bloomberg.net 
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CAN WEARABLE TECHNOLOGY BUILD A NEW HOME? 


The world of investing is complex. Take the growth of wearable technology, for example. 

Your clients require the liquidity necessary to Lake advantage of timely and potentially 
profitable market trends. SPDR ETFs offer a variety of asset classes, sectors and regions 
to choose from, allowing yon to quickly trade investments based on your clients' desired 
outcomes— like building u new home. So no matter what market trends arise, you can 
nimbly seize opportunities and steer investments to help them achieve grow th. 

Bring us your investment challenges. Wc will find the opportunity. i here S opportunity 

Visit SPDRs.com/opportnnity ill complexity 
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ETFs trade like slacks, fluctuate in market value end may trade at prices above or below the ETFs net asset value. Brokerage commissions and ETF expenses 
will reduce returns. 


Thera can be no assurance that a liquid market will ba maintained For ETF Shares 

The 5PDH S&P 500® ETF Trust, SPDR S&P MidCap 400® ETF Trust and SPDR Dow Junes Industrial Average ETF Trust are unit investment trusts and issue shares 
in i ended io track performance to their respective benchmarks. 

SPDR®, S&P, S&P 500 and S&P MidCap 400 are registered trademarks of Standard & Poor's Financial Services LLC IS&PJ and have been licensed tor use by Slate 
Street Corporation, State Street Corporation's financial products era not sponsored, endorsed, sold or promoted by S&P, S&P Dow Jones Indices LLC. Dow Jones 
Trademark Holdings LLC, their respective affiliates and third party licensors and none of such parties make any representation regarding the advisability of investing 
m such product (si nor do they have any liability in relation thereto, including for any errors, omissions, or interruptions of any Index. 

Distributor. State Street Global Markets, LLC. member FINRA, SI PC a wholly o wn ad subsidiary of State Street Corporation. References to State Street may include State 
Street Corporation and its affiliates. Certain State Street affiliates provide services and receive fees from the SPDR ETFs, ALPS Distributers, toe. is distributor for SPDR 
S&P 5D0 ETF Trust, SPDR S&P MidCap 400 ETF Trust and SPDR Duw Jones Industrial Average ETF Trust, all unit investment trusts. ALPS Portfolio Solutions Distributor, 
Inc. is distributor for Select Sector SPDRs. ALPS Distributors. Inc. and ALPS Portfolio Solutions Distributor, Inc. are not affiliated with State Street Global Markets, LLC. 

Before investing t consider the funds* investment objectives f risks, charges and expenses. To obtain a prospectus or summary 
prospectus w which contains this and other information, call 1. 866. 787.2257 or visit www.spdrs.com. Read it carefully. 
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Coping With a Rising Dollar 


BY FABIO MORETTA AND MAURIZIO LUISI 


AS THE U.S. Federal Reserve starts raising rates, 
appreciation of the dollar likely will be the main 
channel through which the rest of the world feels 
the effects. 

The dollar, of course, has already been strength- 
ening. The Bloomberg Dollar Spot Index, a bench- 
mark that tracks the performance of a basket of 10 
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Type BDXY <Go> for the 
Bloomberg Dollar Spot Index. 


major currencies versus 
the U.S. dollar, gained 
more than 20 per- 
cent from July 1, 2014, 
to Sept. 8. Type BDXY 
<Go> on the Bloomberg 

Professional service for a description of the index. 

With the U.S. and the U.K. on the verge of tighten- 
ing, Europe and Japan continue to ease rates. That 
divergence in central bank policies will likely pro- 
duce more gyrations in global equity markets. 


In Europe, investor expectations for the Euro- 
pean Central Bank’s quantitative easing program 
have supported stock markets this year. The Euro 
Stoxx 50 Index was up 3.3 percent this year through 
Sept. 8— in euro terms. The drop in the European 
currency against the dollar— the euro weakened 7.7 
percent through Sept. 8— cut into returns for some 
investors, however. 
One upshot: A record 
number of Asian, U.S., 
and U.K. investors have 
hedged exposure to the 
single currency. 

TRADERS ARE reviv- 
ing bets on euro weak- 
ness as wagers on 
monetary policy diver- 
gence supplant wor- 
ries about the future of 
Greece in the single 
currency. 

The declining 
euro has been a boon 
for exchange-traded 
funds that hedge 
currency risk. With 
the euro slumping 
in March to $1.04, its 
lowest level in more 
than a decade, in- 
vestors directed a 
considerable flow of 
money into U.S. dollar-based ETFs that invest in 
stocks across Europe and protect against currency 
fluctuations. 

You can use the Fund Screening (FSRC) function 
to find funds that hedge currency risk. Type FSRC 



IIP BOX 

Type ETF 
<Go> for the 
Exchange 
Traded Funds 
function. 
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Click on Exchange 
Traded Productto 
sort the list. 
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Type FMAP <Go> <Go>, tab in to the field, enter 
to analyze a set of ETF an( j on t h e Exchange 

FX-hedged ETFs. & 

Traded Funds item in the list of 

top matches. Next, enter CURRENCY HEDGE in the 
field and click on the Currency Hedged Indicator 
item. Select = Equal To and then select Y, and press 
<Go>. The screening criteria turned up 429 ETFs as 
of Sept. 8. To add a data item that shows the geo- 
graphical focus of the funds, enter GEOGRAPHICAL 
in the field, click on the Fund Geographical Focus 
item, select No Condition, Display Only, and press 
<Go>. Click on the Results button. 


and 14 percent on the 
euro zone. 

To track flows into 
currency-hedged ETFs, 
you can use the Fund 
Flow Top Down Analy- 
sis sample spreadsheet. 
To download it, type XLTP 
XMFF <Go> and click on 
the Open button. Using the 
spreadsheet for a set of Eu- 
rope-focused ETFs showed 
that currency-hedged funds 
had inflows of $20 billion 
this year through Sept. 8. 
By contrast, nonhedged Eu- 
rope ETFs had inflows of only $8.7 billion. 

Those figures show that while international in- 
vestors have poured money into European stock 
ETFs, they’ve sought to limit exposures to euro vol- 
atility. The trend has also spurred the creation of 
additional vehicles from a number of issuers. 

The single ETF that attracted the most money 
in the year through Sept. 8 was the $19.6 billion 


TypeEFMF <Go> to 

chart money flow for a 
selected ETF. 


TO FURTHER ANALYZE these funds, first save 
the search. Click on the Actions button on the red 
tool bar and select Save As. Enter a name, such as 
FX-HEDGED ETFS, in the NAME field and type 
<Go>l<Go>. 

You can then use the Fund Map (FMAP) function 
to examine that set of ETFs and dig into their re- 
turns or other metrics. Type FMAP <Go>. Click on 
the arrow to the right of Source and select Fund 
Screen (FSRC). Click on the next arrow to the right, 
select your saved search, and press <Go>. 

You can then use FMAP to slice and dice the set 
of hedged ETFs in a variety of ways. To see which 
countries and regions have attracted the most 
hedged-ETF investment, for example, click on the 
arrow to the right of View By, select Objective if it 
isn’t already selected, and press <Go>. Next, on the 
right side of the screen, click on Exchange Traded 
Product under Name. Almost one-quarter of the as- 
sets in hedged ETFs were focused on Japan, while 
17 percent were focused on the European region 


WisdomTree Europe Hedged Equity Fund. The 
fund had inflows of almost $19 billion during the 
period. Type HEDJ US <Equity> EFMF <Go> to dis- 
play money flow for the fund. 


Fabio Moretta is on the staff of the Sales department at Bloomberg in 
London, fmoretta@bloomberg.net Maurizio Luisi is an equity market 
specialist in London, mluisi4@bloomberg.net 
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Spotting Opportunities 
in the Oilpatch Rout 

BY SEAN CASEY 


THE COLLAPSE OF energy prices 
has meant pain for many oil and gas 
companies. 

During the 12 months 
through Sept. 8, the price 
of West Texas Intermediate 
crude plunged 50.4 percent, 
making it the second-worst- 
performing commodity 
futures contract. The worst 
performer was Brent crude, 
which lost 50.6 percent 
over the period. To chart 
the Bloomberg European 
Dated Brent Forties Oseberg 
Ekofisk (BFOE) price, type 
EUCRBRDT <lndex> GP <Go> 
on the Bloomberg Profes- 
sional service. 

For companies that produce oil, plummeting 
crude prices can translate into declining revenues 
and profits— and falling stock prices. In the Bloom- 
berg European 500 Index, energy was among the 
worst-performing groups during the past year, drop- 
ping 23 percent in the 12 months ended on Sept. 8. 

Amid the carnage, though, there may be buying 
opportunities. To identify companies that may be 
insulated from commodity price swings, for exam- 
ple, you can use the Supply Chain Analysis (SPLC) 
function. 

Let’s start with a major energy producer and 
take a look at how its struggles are affecting sup- 
pliers. To see the biggest movers in the Bloomberg 
Europe 500 Gas & Oil Index, type BEGAS <lndex> 
MOV <Go> for the Equity Index Movers function. 
To track performance during the past year, click on 
the Historical Movers button on the red tool bar. 
Click on the arrow to the right of the field below 


faulty HM9gK!Vta 



Type MOV 
<Go> to analyze 
historical 
movers in a 
selected index. 


Date Range and select 1 Year if it isn’t already 
selected. Click on the Generate Report button. 

To see the report, type RPT <Go> and click on it. 
Sorted by index points, which measure how much 
a stock moved the index, the list shows Royal Dutch 
Shell is the biggest laggard. The company’s 33 per- 
cent stock price decline in the 12 months ended on 
Sept. 8 shaved 23 points off the industry bench- 
mark, more than any other company. 

TO GRAPH SHELL’S shares, type RDSA LN 
< Equity > GP <Go>. Click on 5Y for a five-year chart. 
Shell’s shares peaked in September 2014 and then 
fell with the oil price plunge. 

Even with the drop in commodity prices. Shell 
has continued to invest, though. Type FA <Go> for 
the Financial Analysis function. Click on the C/F tab 
for cash flow analysis. In the second quarter. Shell 
reported $6.2 billion in capital expenditures. In ad- 
dition, an Aug. 5 Bloomberg News story on Shell 


IIP BOX 

Type CPLY 
<Go> for the 
Commodity 
Playbook 
function. 
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TypeSPLC <Go> to 

analyze the suppliers of 
a selected company. 


Type RV <Go> to The Tulsa, Oklahoma-based 

compare a selected master limited partnership, 

company with peers. , . , , . 

which operates crude oil pipe- 
lines and storage, gets 60 percent of its revenue 
from Shell. Considering that Shell appears to be 
continuing to invest. Rose Rock Midstream might 
be a good candidate to dig into further. 


To do that, click on the MLP’s name. In the 
Related Functions window that appears, click on 
Relative Valuation to compare Rose Rock with 
peers. As of Sept. 8, the company had the lowest es- 
timated price-earnings ratio— 17.36— of its Bloom- 
berg peers. Its sales growth was above average. 

To view ratings, click on the Credit tab. Rose 
Rock has a B+ rating from Standard & Poor’s and 
a Ba3 from Moody’s Investors Service. The non- 
investment-grade ratings, while not a positive indi- 
cator, appear to be in line with industry competitors. 

To select other metrics to dis- 
play, click on the Custom tab. 
To compare consensus ana- 
lyst recommendations, enter 
RECOMMENDATION in the ADD 
COLUMN field, click on Recom- 
mendation Consensus and press 
<Go>. As of Sept. 8, Rose Rock’s 
rating was 4.27, better than the 
peer group’s average of 4.14. Type 
ANR <Go> for the Analyst Recom- 
mendations function. Rose Rock 
had seven buy ratings and four 
holds as of that date. 

For more information and research on the 
oil and gas services and equipment industry, 
type Bl SERV <Go> for Bloomberg Intelligence’s 
dashboard. 


Sean Casey is on the staff of the Global Data department at Bloomberg 
in Princeton, scasey36@bloomberg.net 


reported that the company remains com- 
mitted to exploring in the Arctic. That points 
to continued capital expenditures— and 
potentially more cash flowing to suppliers. 

To analyze suppliers, 
type SPLC <Go> for the 
Supply Chain Analysis 
function. Type 8 <Go> 
for the table view 
and click on Suppli- 
ers if it isn’t already 
selected. 

This table view shows 
a list of Shell’s suppli- 
ers, their quantified rev- 
enue from Shell, and 
other metrics. Click on 
the arrow to the right of 
Analyze and select Latest Sales Surprise % if it isn’t 
already selected. Next, click on the %Revenue col- 
umn heading to sort the list of companies by the 
proportion of their revenue that they get from Shell. 


THE ADJACENT Sales Surprise column shows 
how much each company’s revenue exceeded 
or trailed analysts’ consensus in the most recent 
period. One of Shell’s larger suppliers jumps out 
here: Rose Rock Midstream reported sales almost 
100 percent higher than analyst expectations. 
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CURRENCY: 
TO HEDGE 
OR NOT TO 
HEDGE? 


Free LivelNSIGHTS Web Conference 
Thursday, October 8, 12:00 pm ET 


Register at 


or www.bloombergmarkets.com/liveinsights 


The recent shock devaluation of the Chinese 
Yuan shows again the risks posed by currency 
exposure - and why currency hedged ETFs 
have become such hot products, with nearly 
$40 billion in inflows through the first half 
of 2015. With currency volatility driving 
international markets, hedging comes with 
its opportunities as well as its perils. How 
can these ETFs help manage risk, and what 
pitfalls should investors be aware of? 

Join this LivelNSIGHTS web conference 
where investors will come away with a better 
understanding of what exactly currency 
hedged ETFs can offer, their risk and return 
profile, and why these products have been 
an effective solution for 2015. 


SPEAKERS 

HEIDI RICHARDSON 

Managing Director 

Head of U.S. Investment Strategy 

iShares 

MATT HOUGAN 

CEO 

ETF.com 

KENNETH A. FROOT 

Professor of Business Administration 
Harvard Business School 
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Picking Up Yield 
With Green Bonds 

BY LANCE HORSTMANN 


THE GREEN BOND market has grown signifi- 
cantly since the European Investment Bank and the 
World Bank first sold such instruments in 2007. With 
both governments and corporations issuing the 
securities to raise funds for environmentally friendly 
projects, sales topped $31 billion last year. Issuance 
this year could potentially surpass that record. 

One of the biggest challenges in the market re- 
mains determining exactly what makes a green bond. 
Bloomberg’s definition, adopted from the Green 
Bonds Principles framework and other analysis, is 
this: Green bonds are fixed-income instruments 
whose proceeds are used for projects or activities 
that promote climate- change 

TypeSRCH mitigation or adaptation or 

@GREEN <Go> to , . 

generate a list of other environmental sustain- 

active green bonds. ability purposes. 


Securities that fit that definition are labeled as 
green bonds on the Bloomberg Professional ser- 
vice. You can use the Fixed Income Search (SRCH) 
function to dig into the universe of green bonds 
and potentially identify investment opportunities. 
You can then use the optimizer in the Portfolio & 
Risk Analytics (PORT) function to see how adding 
green bonds to a portfolio may improve overall per- 
formance and risk. 

FOR THE UNIVERSE of green bonds, type SRCH 
@GREEN <Go>. As of Sept. 8, the search identified 
439 bonds. To ensure that pricing data is available, 
enter PRICE in the field, click on Mid Price, and se- 
lect Has Data. Click on the Results button. 

To track issuance by year, first click on the Ma- 
trix tab. In the lower- right corner of the screen, click 
on the arrow to the right of Cell Is and 
select Sum. Next, click on the arrow to 
the right of Of and select Amount Is- 
sued. Click on Apply. As of Sept. 8, the 
total for 2015 was $23.2 billion. 

To save the list of bonds, click on 
the Results tab. Click on the Actions 
button and select Export to Portfo- 
lio. Enter a name such 
as GREEN BONDS, press 
<Go>, and click on Cre- 
ate. The Green Bonds 
portfolio will be shown 
in the Portfolio Display 
(PDSP) function. 

Now you can exam- 
ine how including green 
bonds would affect your 
portfolio. For the sake 
of example, let’s take a 
look at the DoubleLine 
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TIP BOX 

Type BNEF15 

<Go> fora 
guide to green 
bonds on 
Bloomberg. 
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Click on the Matrix Core Fixed Income Fund, a 

tab to track issuance top-performing U.S. mutual 

by year. _ , , . 

fund that invests in a mixture 

of corporates. Treasuries, munis, and mortgage- 
backed bonds. Type DBLFX US <Equity> PORT /P 
<Go>. Click on the Trade Simulation button 
and select Launch Optimizer. 

TO BEGIN, CLICK on the arrow to the 
right of Risk Model and select Fixed Income. 

The Portfolio Optimization screen has four 
sections: The first lets you set goals, the 
second enables you to specify lists of secu- 
rities you want to trade from, the third lets 
you set constraints, and the fourth lets 
you select security-level properties. 

In the Goals section, let’s aim to in- 
crease yield to maturity. Click on the 
Add Goal button. Enter YIELD TO MA- 
TURITY in the SEARCH field, press <Go>, 
and click on the item under Select Field. 

Then click on the Select button. Delete 
any other tasks in the Goals section. 

In the Trade Universes section, click 
on the arrow to the right of Trade List 
and select No Buy List, so the optimizer 
won’t suggest increasing investments 
in bonds already in the portfolio. Next, 
click on Add Universe. Select Trade List 
under Rule, Portfolio under Source, and the Green 
Bonds portfolio under Security List. Press <Go>. 

In the Constraints section, enter 10 in the MAX 
field to limit turnover to 10 percent of the portfo- 
lio. Next, to limit changes in the portfolio’s option- 
adjusted duration, click on Add Constraint. Enter 
OPTION in the SEARCH field, press <Go>, and click 
on Option Adjusted Duration under Select Field. 


Click on the arrow to the 
right of Relative and select 
Init. Portfolio. Enter -0.5 in 
the MIN field and 0.5 in the 
MAX field and click on Add 
Constraint. 

On the Security Properties 
section’s Cash line, enter 0 in 
the MAX field. On the next 
line, enter 0.25 in the MAX 
WGT(%) field. 

Those settings will use 
green bonds to maximize the 
yield to maturity of the portfolio, with a similar op- 
tion-adjusted duration. Click on the Run button. 

The results screen displays the suggested buys 
of green bonds and sales of the bonds from the un- 
derlying portfolio. Those trades would increase 
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the yield to maturity to 4.56 percent, from 3.71 per- 
cent, and raise the option-adjusted duration only 
9 basis points. 

To analyze the hypothetical portfolio, click on 
the Analyze in PORT button. 


Lance Horstmann is on the staff of the Global Data department at 
Bloomberg in Cape Town, lhorstmannl@bloomberg.net 


Type PORT <Go>, click 
on Trade Simulation, and 
select Launch Optimizer 
to run an optimization. 
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STRATEGIES | WHAT’S NEW 


How can I price 
a structured 

A 

* 1 m You can use the recently enhanced Deriva- 
tives Library platform. DLIB lets you create, price, and 
risk-manage structured notes, as well as over-the- 
counter derivatives and strategies. Let’s say you 
wanted to analyze a structured note that would 
enable you to bet on a steepening of the U.S. yield 
curve. Type EJ8624938 <Corp> DES <Go> on the 
Bloomberg Professional service, for example, for a 
description of a leveraged constant-maturity-swap- 
spread note issued by Citigroup in 2013. The note, 
which pays a quarterly coupon of four times the 
difference between the 30-year U.S. swap rate and the 
five-year rate minus 0.25 percent, in effect lets you bet 
on long-term rates rising more than short-term ones. 

To price the note, type DLIB <Go>. Click on the IR tab 
and then on CMS Spread Floater under Product on the 
left side of the screen. Then click on Launch Selected 
Product. For a video that demonstrates how to enter 
the details of this particular deal into DLIB, type DLIP 
<Go> on another Bloomberg screen. Click on Demos & 
Webinars, scroll down to Deconstructing the Deal: 

CMS Spread Floater, and click on the video link. 


note? 
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SCOPING OUT STRUCTURED NOTES 

DLIP <Go> provides more information about Derivatives Library. 
BRIEF <Go> lets you subscribe to the Structured Notes newsletter. 

Nl STN <Go> displays headlines of news stories on structured notes. 
MARS <Go> lets you analyze portfolios that include structured notes. 
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Making your vision a reality 

In Latin America, having a committed and experienced local partner with global reach is key to success. 
At Scotiabank, we provide market intelligence, technical expertise and a full-service product suite to 
help you gain a competitive advantage. Whether it is financing, advisory, or access to capital markets 
locally or internationally, we remain committed to helping you achieve your vision to drive your 
business forward. 

Helping clients realize exceptional results is what matters most to Scotiabank. We thank all of our 
valued clients for allowing our expertise to contribute to their success. 
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GLOBAL X MLP ETF 

MLPA 


TIME TO EXPLORE 
A TAX SWAP? 


REALIZE LOSSES TO OFFSET GAINS - 

I 1 ^ 

SWITCH TO A 0.45% MANAGEMENT FEE* 
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www.globalxfunds.com 


*Fund is subject to other additional fees. 

Investing involves risk, including possible loss of principal. In addition to the normal risks associated with investing, international investments may involve risk of capital loss from 
unfavorable fluctuation in currency values, from differences in generally accepted accounting principles or from economic or political instability in other nations. Investments in securities 
of MLPs involve risk that differ from investments in common stock including risks related to limited control and limited rights to vote on matters affecting the MLP. MLP common units 
and other equity securities can be affected by macro-economic and other factors affecting the stock market in general, expectations of interest rates, investor sentiment towards MLPs 
or the energy sector, changes in a particular issuer's financial condition, or unfavorable or unanticipated poor performance of a particular issuer (in the case of MLPs, generally measured 
in terms of distributable cash flow). The Fund invests in the energy industry, which entails significant risk and volatility. In addition, the Fund is non-diversified which represents a 
heightened risk to investors. Furthermore, the Fund invests in small and mid-capitalization companies, which pose greater risks than large companies. The Fund has a different and more 
complex tax structure than traditional ETFs and investors should consider carefully the significant tax implications of an investment in the Fund. The Fund is taxed as a regular 
corporation for federal income tax purposes, which differs from most investment companies. Due to its investment in MLPs, the fund will be obligated to pay applicable federal and state 
corporate income taxes on its taxable income as opposed to most other investment companies. The Fund expects that a portion of the distributions it receives from MLPs may be treated 
as tax-deferred return of capital. The amount of taxes currently paid by the Fund will vary depending on the amount of income and gains derived from MLP interests and such taxes will 
reduce an investor’s return from an investment in the Fund. The Fund will accrue deferred income taxes for any future tax liability associated certain MLP interests. Upon the sale of an 
MLP security, the Fund may be liable for previously deferred taxes which may increase expenses and lower the Fund’s NAV. The potential tax benefits from investing in MLPs depend on 
them being treated as partnerships for federal income tax purposes. If the MLP is deemed to be a corporation then its income would be subject to federal taxation at the entity level, 
reducing the amount of cash available for distribution to the fund which could result in a reduction of the fund’s value. The index however is calculated without any deductions for taxes. 
As a result, the Fund’s after tax performance could differ significantly from the index even if the pretax performance of the Fund and the performance of the index are closely correlated. 
This information is not intended to be individual or personalized investment or tax advice. Please consult a financial advisor or tax professional for more information regarding your tax 
situation. The Fund is required to distribute income and capital gains which may be taxable. Buying and selling shares will result in brokerage commissions and tax consequences. Shares 
are only available through brokerage accounts which may have minimum requirements. Only whole shares may be purchased. The Funds are distributed by SEI Investments Distribution 
Co., which is not affiliated with Global X Management Company or any of its affiliates. 

Carefully consider the Funds' investment objectives , risk factors , charges and expenses 
before investing. This and additional information can be found in the Funds' summary or full 
prospectus , which may be obtained by calling 1-888-GX-FUND-l ( 1.888.493.8631 ), or by 
visiting www.globalxfunds.com. Read the prospectus carefully before investing. 
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